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Corporate Profile 


MDC COMMUNICATIONS CORPORATION 

is a publicly traded international organization with 
operating units in Canada, the United States, the 
United Kingdom, and Australia. We are a leading 
provider of secure transaction products and ser- 
vices, and communications and marketing services, 


to customers in more than 65 countries. 


The Secure Transaction Products and 
Services division provides security-sensitive 
transaction products and services in four business 
segments: personalized transaction products, such 
as cheques, corporate payables, and credit, debit, 
and smart cards; secure ticketing products, such as 
airline, transit, and event tickets; stamps, both 
postal and excise; and business and technology 
services, such as remittance processing, data- 
imaged communications, and statement processing 


and fulfillment. 


The Communications and Marketing 
Services division provides services in three key 
segments of marketing communications: advertising 
and promotion, corporate communications and 
public relations, and branding and consultancy. 
Within these segments we have developed exper- 
tise in niche markets including health care, financial 


services, agribusiness and technology. 
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MDC Class A subordinate voting shares are traded on The Toronto Stock Exchange in Canada under the symbol MDZ.A and on the NASDAQ National Market 


under the symbol MDCA. This Annual Report and other shareholder information are available on-line at: www.mdcco rp.com. 


Performance 


Consolidated Financial Summary 


For the year ended December 31 


MDC COMMUNICATIONS CORPORATION 


“| (in thousands of Canadian dollars except per share amounts) be 1997 % Change 
Sales 476,727 280,020 + 70 
Operating income 78,644 35,646 ar (|All 

| Cash flow from continuing operations 45,072 DUAS2 oe {I(6)i 
Income from continuing operations 14,108 7,78\ + 8l 
Income (loss) from discontinued operations - (28,618) + 100 
Net income (loss) 14,108 (20,837) + (68 
Earnings per share (EPS) 

Continuing operations 
Basic 0.93 0.50 + 86 
Fully diluted 0.88 0.49 cE 80 
Reported 
Basic 0.93 (1.82) + 150 
Fully diluted 0.88 (1.82) + 148 
Cash flow per share (CPS) 
Continuing operations 
Basic 3.25 1.69 + 92 
Fully diluted 2.64 1.41 + 87 
For the fourth quarter anda December 31 
. (in thousands of Canadian dollars except per share amounts) |. F 1997 % Change 
ae 
Sales . 132,872 77,796 + 7| 
Operating income 24,353 10,014 + 143 
Cash flow from continuing operations 14,461 6,660 Ellie 
Income from continuing operations 4,402 2,209 AP 99 
Income (loss) from discontinued operations —_— (11,680) + 100 
Net income 4,402 (9,471) + 146 
Earnings per share (EPS) 
Continuing operations 
Basic 0.26 0.15 + 73 
Fully diluted 0.26 0.15 + ifs) 
‘Reported 
Basic 0.26 (0.80) + 33 
Fully diluted 0.26 (0.80) tel 33 
Cash flow per share (CPS) 
Continuing operations 
Basic 0.90 0.47 + 91 
Fully diluted 0.61 0.39 ae 56 

Condensed Consolidated Balance Sheet 

As at December 31 

r (in thousands of Canadian dollars) fa N 1997 % Change 
Cash and short-term investments 20,157 10,793 + 87 
Other current assets 174,301 119,805 + 45 
Other assets 545,555 286,911 ur 90 
Total assets 740,013 417,509 + iif 
Current liabilities 149,647 92,668 te 6l 
Long-term indebtedness 388,711 205,634 + 89 
Minority interest 3,511 2,039 se if? 
Shareholders’ equity 198,144 117,168 te 69 
Total liabilities and shareholders’ equity 740,013 417,509 te Ue 
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Objectives & Results 


nings per share. 1998 Objectives 


aa eae To increase shareholder value by 
(Continuing Operations) (Continuing Operations) , , me 
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1998 Results 


Fully diluted earnings per share from continuing oper- 
ations for 1998 increased by 80% from $0.49 in 1997 
to $0.88. Consolidated sales grew by 70%. Our capital 


base was strengthened with major bond and equity 


issues and a substantial increase in our bank facility. 


Our Secure Transaction Products and Services 
division successfully fulfilled major contracts in the 
cheque, card, stamp, and ticketing businesses while 


maintaining high standards of service. 


We increased our market share in all categories 
through a combination of targeted acquisitions 


and strong internal growth. 


In all our businesses, particularly our cheque and 
stamp operations, we increased efficiencies and profits 
dramatically through improved cost management and 


by absorbing higher levels of production. 


Strategic acquisitions in the Communications and 
Marketing Services division significantly increased 


revenues and contributed to strong earnings growth. 


New management restructured Regal Greetings & 
Gifts, improving its product and service offerings 


to prepare it for divestiture in a way that 


maximizes shareholder value. 
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MDC COMMUREGARIONS CORPORATION 


1999 Objectives 


* To increase shareholder value by 
improving fully diluted earnings © 
per share and reducing our debt- 


to-equity ratio. 


* To focus on growth markets 
such as US. direct-to-consumer 
cheques, event ticketing, 
transaction outsourcing, and 


card services. 


* To develop emerging technology 
opportunities such as Internet 
businesses and e-commerce 
through internal investment and 


acquisitions. 


* To continue building revenue and 
profitability in our Communications 
and Marketing Services division in 
anticipation of an initial public 


offering. 


* To divest Regal Greetings & Gifts 
in a way that maximizes 


shareholder value. 


Report to Shareholders 


if 


Miles S. Nadal 
PRESIDENT & CHIEF EXECUTIVE OFFICER 


“Both of our divisions—Secure Transaction Products and Services and 
Communications and Marketing Services—continue to have excellent 
growth potential. Both are high-margin businesses. Both rely on a 
high degree of service. Both are benefiting from the consolidation of 
fragmented markets. Our strategy is working. We intend to continue 


our aggressive growth.” 


IN 1998 MDC DELIVERED RESOUNDINGLY ON OUR THREE PRIME OBJECTIVES: 
vigorous growth, improved earnings, and the strengthening of our position for 
the future. 

Our sales of $477 million represent a 70% increase over 1997. Operating 
income improved by 121% from $36 million to $79 million. Fully diluted earnings 
per share grew by 80% from $0.49 to $0.88. 

As a company that has always augmented internal growth with a prudent but 
aggressive acquisition strategy, we supported our goals in 1998 by raising 
substantial capital, including a US$75-million bond issue and a CDN$48-million 
equity issue, and by increasing our bank facility to US$150 million. 

We improved our operating margins and exceeded our performance targets, 
stimulating an increase in the price of MDC shares. From its low in the fourth 
quarter of 1997 to the pricing of our equity issue in the fourth quarter of 1998, 


the value of an MDC share increased by 84%, from $7.60 to $14.00. 


Most importantly, we are well positioned to implement our plans going 
forward. Our strategy is twofold: first, to leverage growth within our Secure 
Transaction Products and Services division while aggressively pursuing additional 
opportunities in complementary technology-based markets; and second, to unlock 
the shareholder value of our Communications and Marketing Services division, 
likely through an initial public offering. 

In both cases, we remain intent on achieving rapid growth both internally and 
through acquisition. We will continue to seek companies that fit our acquisition 

criteria while investing in the expansion of our existing businesses. 

In our cheque and card businesses we made exceptional progress in 1998 with 
the acquisitions of the Canadian cheque and card units of Quebecor and three 
U.S. direct-to-consumer cheque businesses, Artistic Checks, Custom Direct, and 
Styles Checks. We thereby solidified our No. | position in the Canadian cheque 
market and moved into the No. 2 share position in both the U.S. direct-to- 
consumer cheque and Canadian card services markets. In 1999, we will continue 
to consolidate these growing markets and improve our operating efficiencies to 
further enhance profitability. 

MDC’s new Business and Technology Services company, Optus Corporation, 
is a prime example of our commitment to expand existing customer relationships 
through the use of new technologies. During 1998, we equipped the company with 
advanced systems for customized, high-speed electronic printing and remittance 
processing and hired an exceptional team of industry veterans. Optus is now well 
positioned to capitalize on the trend among large corporations to outsource non- 
core, back-office functions. 

MDC’s Communications and Marketing Services division, recently renamed 
Maxxcom Inc., increased sales by $35 million to $102 million in 1998. Consistent 
with our strategy to build critical mass in the United States, we acquired three 
successful U.S. companies within the market niches we are targeting. In advance of a 
planned initial public offering, we intend to pursue further acquisitions in the U.S., 
Canada, and Europe. 

The admirable progress made by all our businesses in 1998 reflects the 
tremendous efforts of our dedicated employees. Together, we are growing and 
developing a company that provides high-quality products and services and 
delivers customer-focused solutions. By listening to our customers and paying 


attention to the opportunities in the marketplace, MDC is positioned for an 


Mie Volal 


Miles S. Nadal 
PRESIDENT & CHIEF EXECUTIVE OFFICER 


extremely promising future. 
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ASSETS 


(in millions of dollars) 
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Assets grew by 77% to 
$740.0 million, up from 
$417.5 million. 


FULLY DILUTED 
EARNINGS PER SHARE 
(Continuing Operations) 
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Fully diluted earnings per 
share from continuing 
operations increased 
80% in 1998 to $.88 from 
$.49 in 1997. 


SHAREHOLDERS’ 
EQUITY 


(in millions of dollars) 
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Shareholders’ equity 


increased by 69% to 
$198.1 million in 1998, 
up from $117.2 million 
in 1997. 


1998 Delivering Results 


We delivered excellent growth and 
predictable profits. 
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We established the Business and 
Technology Services group to serve 
the growing outsourcing market. 


enue and profit projections. 
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We increased revenues and profits in 
our Canadian cheque business and 
reinforced our No. | market position. 
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Our ticketing business achieved an 
internal growth rate of 15%. 


ions and Marketing Services division 


SItiION preparation for an 


FULLY DILUTED 
EARNINGS PER SHARE 
(Continuing Operations) 


(in dollars) 
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shareholder value substantially. 


“Our acquisitions team has proven itself able to identify and complete 
acquisitions that fit MDC’s corporate strategy and provide the greatest 
possible benefit to MDC shareholders. Our purchase of Custom Cheques 
is a case in point. With one deal, we strengthened three of our businesses 
under attractive financial terms.” 


Peter Lewis = executive VICE-PRESIDENT & CHIEF FINANCIAL OFFICER 


1998 PLAN 


Our objective for 1998 was to increase shareholder value by improving the stability 
and growth of our earnings and cash flow.A key goal was to complete our acquisi- 
tions program utilizing a prudent mix of long-term debt and equity financing that 


would also give us the capital strength to attain the next stage of our planned growth. 


DELIVERY 


Fully diluted earnings per share from continuing operations for 1998 increased by 80% 
from $0.49 in 1997 to $0.88 in 1998. Fully diluted cash flow per share from contin- 
uing operations grew by 87% from $1.41 to $2.64. The company strengthened its 
capital base significantly through a US$75-million bond issue and a CDN$48-million 
equity issue. Furthermore, our bank facility was increased from US$75 million to 


US$150 million. MDC’s share price grew accordingly. 


1999 PLAN 


We intend to continue to focus on improving earnings and cash flow and the 
company’s debt-to-equity ratio. Our goal is to move closer to a |:I ratio 
over the next two years through a combination of our planned divestiture of 
Regal Greetings & Gifts and an initial public offering of Maxxcom Inc., our 


Communications and Marketing Services division. 


“MDC was able to raise capital because of demonstrated financial 
performance, successful acquisitions, and a proven track record for 
executing its plans. In 1998, MDC completed financings generating 
financial resources of more than $400 million.” 


Walter Campbell | senior vice-presiDeNT. FINANCE 


MDC COMMUNICATIONS CORPORATION 


BACKGROUND SALES 


(in millions of dollars) 


Through an aggressive but focused acquisition strategy, combined with 


477 


consistent internal growth, MDC has increased revenues fifteenfold in five sh 


years from approximately $32 million in 1993 to more than $477 million oe 


in 1998. 200 


200 


280 


1998 PLAN 


Soe 


During 1998, our intention was to increase revenues and profits by 60% OMG eee 


through both acquisition and internal growth. 


DELIVERY 


In each quarter of 1998, we exceeded our revenue and profit projections. 


Revenues for the year were up by 70% from $280 million to $477 million. SOR RINE ICCOE 


Operating income more than doubled to $79 million from $36 million in 1997. (in millions of dollars) 


78.6 


Fully diluted earnings per share have grown at an average compound annual rate So 


of 58% over the past four years. 
60 


35.6 


1999 PLAN be 


In 1999, our goal is to achieve a minimum of 20% growth in fully diluted a 
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earnings per share. 0 
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“We are building MDC on two levels. To a great extent our growth has 
come from acquisitions, but we are constantly mindful of the need to 
balance that by focusing on internal growth opportunities. Our companies 
are working aggressively to increase market share. MDC is committing 
the necessary capital and human resources to make sure they can.” 


Janice Wadge | senior VICE-PRESIDENT, BUSINESS PLANNING 


Our goal at MDC is to 

profitably integrate our 
established companies with high- 
growth prospects for the future. 
With long-term customer 
relationships and strong cash 
flow, our businesses such as 
cheques, stamps, and tickets help 
to finance the development of 
emerging market opportunities 
such as card services, business 
and technology outsourcing, 
commerce, and Internet services. 


“Our Secure Transaction Products and Services division has grown 
dramatically over the past three years from revenues of $39 million to 
$361 million. Our next vital step is to ensure that management disciplines 
such as performance measurement and systems standardization are 


aligned to help us become the billion-dollar company we envision.” 


Lyle Kerr PRESIDENT & CHIEF EXECUTIVE OFFICER, SECURE TRANSACTION PRODUCTS AND SERVICES DIVISION 
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BACKGROUND 


MDC has grown through a combination of internal growth and managed 
acquisitions. We have focused acquisition criteria. All potential acquisitions 
must either fit strategically with our core competencies or help enhance our 
customer relationships. We seek companies that are market or technology 
leaders in their field with consistent and predictable earnings and strong 
management. Target acquisitions must demonstrate the ability to achieve a 


minimum 20% return on capital employed within three to five years. 


1998 PLAN 


Our plan in 1998 was to invest selectively in strategic acquisitions, and in 
technology and human resources that would leverage our long-term cus- 


tomer relationships and strong market positions. 


DELIVERY 


The excellent cash flows generated in businesses such as cheques, stamps, 
and tickets were reinvested in enterprises such as Optus Corporation, 
MDC Card Services, and U.S. direct-to-consumer cheques, where future 
growth is very promising. We also acquired the Canadian card and cheque 
units of Quebecor, and three U.S. direct-to-consumer cheque businesses. 
Consistent with our strategy to build critical mass in our Communications 
and Marketing Services division (Maxxcom Inc.), we acquired four companies 


in the market niches we are targeting, three of which are based in the U.S. 


Regal Greetings & Gifts was successfully restructured in 1998 in preparation 


for its divestiture. 


1999 PLAN 


We will investigate possible acquisitions in technology-based companies with 
e-commerce and Internet capabilities. We will also, through acquisition, 
continue to build further critical mass in Maxxcom Inc. In all our companies, 
we will invest in the management and systems infrastructure we need to 


support our aggressive growth plans for the future. 


“We spent 1998 at Regal repositioning the company for divestiture. We 
have cut costs and returned to our core business of selling cards, wraps, 
and specialty gifts. In 1999, we expect a substantial increase in sales and 
continued improvement in profitability.” 


Richard Gyde  presipent & CHIEF EXECUTIVE OFFICER, REGAL GREETINGS & GIFTS 
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Davis + Henderson 
operates four highly 


automated cheque production 
and personalization facilities 
that offer Canada’s financial 
institutions exceptional 
customer service and rapid 
order fulfillment. 


“As well as serving the majority of personal cheque customers in Canada, 
Davis + Henderson also does business with more than one million small 
businesses through our cheque supply relationships with Canadian 
financial institutions. In association with these institutional partners, 
our intention is to offer complementary products and services to this 


growing market, a substantial economic opportunity for MDC.” 


Sanford McFarlane CHAIRMAN & CHIEF EXECUTIVE OFFICER, DAVIS + HENDERSON 
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BACKGROUND 


$998 


In 1996, MDC acquired Davis + Henderson, a major Canadian cheque pro- 
ducer with a 40% market share. Since then, we have become the country’s 
largest cheque supplier through long-term partnership agreements with all 
major Canadian financial institutions. Over this time, revenues and market 


share have more than doubled. 


PLAN 


Our goal was to integrate substantial new cheque volumes into our existing 
production facilities while ensuring the highest possible levels of customer 


satisfaction and service. 


DELIVERY 


Re a 


Growth from major new contracts signed in 1997 and the acquisition of 
Custom Cheques in 1998 has enabled us to solidify our No. | market share in 
Canada. These significant new volumes were successfully absorbed by existing 
Davis + Henderson facilities, increasing both margins and profits. Throughout 
this integration, our high standards of customer satisfaction were maintained 


and several new line extensions were introduced, further improving profits. 


PLAN 


Davis + Henderson will focus on growth opportunities in related products 
and services for its existing base of customers, with an emphasis on the small 


business segment. Operational excellence will remain a top priority. 


The Canadian cheque 
market is experiencing 
modest growth in rev- 
enues, as increased 
usage of higher value 
small business cheques 
offsets moderate 
declines in usage of 
personal cheques. 


opportunities to consolidate the U.S. market.” 


MDC IMMUNICAT 


CANADIAN 
CHEQUE MARKET 
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Robert Cronin  presipeNt & CHIEF OPERATING OFFICER, MDC CHEQUE OPERATIONS 
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“Strategic acquisitions have been a critical element in the growth of 


our North American cheque operations. We will continue to look for 
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In addition to a strong p 
free-standing newspaper inserts, the 
traditional distribution vehicle for 
direct-to-consumer cheques, 

MDC U.S. Direct Checks has 
expanded its market reach through 
its website on the Internet. Our 
interactive Web page effectively attracts 
new customers who discover that direct- 
order cheques are a much less expensive 
and more expressive alternative to U.S. 
bank-ordered cheques. 


BACKGROUND 


The US$350-million direct-to-consumer segment of the US$2-billion 
personal cheque industry in the United States has been growing at approxi- 
mately 15% per year. Direct-to-consumer cheques provide American customers 


with a wider product selection at a lower cost than bank-purchased cheques. 


1998 PLAN 


Our primary goal in 1998 was to increase our share of the U.S. direct-to- 
consumer cheque market through targeted acquisitions and aggressive 
advertising. By acquiring competitors, we would gain critical access to 


contracted advertising channels, thereby stimulating additional growth. 


DELIVERY 


We moved from the No. 5 to the No. 2 market position with three strategic 
acquisitions: Artistic Checks, Styles Checks, and Custom Direct Inc., part of 
Quebecor’s cheque and card division. In 1996, our customer base was approx- 
imately |.0 million. Today, it exceeds 12.5 million. With five strong brands and 
favourable access to advertising vehicles for promotion, MDC is well posi- 
tioned for future growth. Additionally, increased volumes have allowed us to 


centralize manufacturing and significantly improve operating efficiencies. 


1999 PLAN 


With an established group of brands and expanded access to major adver- 
tising channels, our opportunity is to attract new customers into the 
direct-to-consumer cheque market. In addition, we anticipate that our website 


on the Internet will enhance our ability to reach a broader market. 


1996 U.S. MARKET SHARE CURRENT U.S. MARKET 
(estimated) SHARE (estimated) 
(Direct-to-Consumer Market) (Direct-to-Consumer Market) 


In just three years, 
MDC has grown its 

U.S. cheque operations 
from a small niche 
player to the #2 market 
position in the direct-to- 
consumer market. 


#1 Competitor 35% #1! Competitor 35% 


#2 Competitor 20% #2 MDC U.S. Direct Checks 30% 


All Others 41% #3 Competitor 15% 


“The powerful combination of five distinct brands and access to the key 


MDC USS. Direct Checks 4% All Others 20% 


advertising channels gives MDC a distinct competitive advantage in the 
U.S. direct-to-consumer cheque marketplace.” 


John Browning  presiDeNT, MDC U.S. DIRECT CHECKS 
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During 1998, MDC invested in 
state-of-the-art technologies 
and facilities with secure 
personalization and fulfillment 
capabilities for credit, debit, 
and smart card applications. 


BACKGROUND 


MDC entered the global card services business in 1996 with the acquisition 
of the Australian-based Placard Security Pty Ltd. We expanded into Canada in 
1997 with the purchase of Bicybec Ltée and the card-production unit of the 
Canadian Imperial Bank of Commerce (CIBC). We believe the card services 
market is on the verge of substantial growth for three reasons: major card- 
issuing organizations are turning increasingly to personalized cardholder 
communications for targeted marketing; the transportation and health care 
industries are adopting new card-based applications; and a growing number of 
financial, telecommunications, and loyalty transactions will be performed 


through the use of smart cards. 


1998 PLAN 


Our goal for 1998 was to achieve a strong market share position in both the 
Canadian and Australian markets through investment in technology, increased 


capacity, and targeted acquisitions. 


DELIVERY 


Within a two year period, we have captured the No. 2 position in both mar- 


kets. In 1998, we doubled the size of our Canadian card business with the 


acquisition of Quebecor’s card division. In addition to manufacturing all Visa, 
ATM, and debit cards for CIBC and Royal Bank, we now supply all of Bell 
Canada’s calling cards and smart cards and recently won a large contract 
from Loyalty Management Group (Air Miles). In anticipation of future growth, 
we invested in a 65,000-square-foot state-of-the-art personalization and 
production facility in Concord, Ontario and a new 10,000-square-foot 


personalization facility in Sydney, Australia. 


1999 PLAN 
We anticipate that our share of the Canadian market will be approximately 40% 
by the end of 1999, positioning MDC as the No. | card business in Canada. We 
will use our advanced card manufacturing, personalization, and fulfillment tech- 


nologies to win major new contracts in both Canada and Australia. 


“Our customers are in highly competitive businesses. They want the 
cards they issue to offer more features and benefits and they want to 
communicate more effectively with their cardholders. MDC Card 
Services is equipped to offer these advantages and more.” 


Greg McKenzie  presiD—eNT & CHIEF OPERATING OFFICER, SECURITY CARD SERVICES GROUP 
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One-to-one marketing enables 
companies with regular 
customer mailings to transform 
generic communications into 
powerful marketing tools. 
Optus Corporation uses 
the latest design and data 
imaging technologies to create, 
print, and deliver highly 
effective personalized 

eel: if customer communications 
a that help stimulate sales. 


BACKGROUND 


1998 


Among major corporations there is a growing trend to outsource non-core 
activities such as statement and payment processing. Service-oriented 
companies with the right skills and technologies can assist their customers 
to develop powerful one-to-one marketing solutions that drive sales 
and increase profits. MDC’s first step into this growing market was the 
acquisition in 1996 of Data Imaging, an electronic printing and mail service 


bureau serving financial institutions and the retail industry. 


PLAN 


Our objective was to build the Business and Technology Services group by 
investing in new technologies, recruiting top people, and acquiring comple- 
mentary companies to position ourselves to win major outsourcing contracts 


in 1999. 


DELIVERY 


1999 


Named Optus Corporation, the new company grew rapidly through the year 
with the acquisition of Information DesignWorks, a leading document strat- 
egy and design consulting firm, and a majority interest in Qualtech Processing 
Inc., the largest independent items and remittance processing company in 
Canada. We invested in infrastructure enhancements including production 
control processes, high-speed electronic printing, and programming tools for 
electronic composition and e-commerce.A talented management team was 
recruited from the outsourcing and customer communications industries. 


Already we have been awarded a number of substantial contracts. 


PLAN 


Optus Corporation is expected to double its revenues in 1999. Within five 
years, our intention is to develop this business into a $250-million operation, 


through acquisitions, joint ventures, and substantial internal growth. 


relationships to be an industry leader.” 


Jon Hantho  presipeNt & CHIEF OPERATING OFFICER, OPTUS CORPORATION 
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“The outsourcing of customer communications services is a well 


established industry with consistent 15% to 20% annual growth. 


Using special data 
imaging, printing, and 


finishing technologies, 
Optus is able to create 
expressive, full-colour 
shelf-ready pricing 
labels, customized for 
each product and 
retail location. Affixed 
to the shelf in place of 
standard store labels, 
these “mini-billboards” 
have proven to 
increase sales of 
consumer brands, 
pharmacy items, and 
grocery products by 
30% to 35%. 


Optus is uniquely qualified to provide a full range of services, from 
communications strategy and design to fulfillment, Internet production, 


and remittance processing. We have the talent, technology, and customer 
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One of North America’s 
leading producers of event 
tickets and transit-related 
ticketing documents, 
Mercury Graphics offers 
its customers the specialized 
printing and fulfillment, 
service reliability, express 
delivery, and security features 
they require. 
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BACKGROUND 


£998 


Mercury Graphics manufactures secure tickets and ticketing products in three 
major industry segments: airline, transit, and event ticketing. We have built strong 
client relationships with major businesses including British Airways, Air Canada, 
Canadian Airlines, Northwest Airlines, the Toronto Transit Commission, the 


Chicago Bulls, the Los Angeles Dodgers, and Ticketmaster Canada. 


PLAN 


Our goal for 1998 was to increase our market share of the airline docu- 


ments and event ticketing markets. 


DELIVERY 


19599 


New printing technologies and a strong focus on customer service helped us 
increase revenues by 15%. From 1995 to 1998, we tripled our airline business, 
earning the No. | market share position in Canada and one of the top posi- 
tions worldwide. In 1998, we signed a contract with the Airlines Reporting 
Corporation, the organization that processes the majority of travel docu- 
ments issued in the United States. Mercury became the leading supplier in 
major league sports ticketing in North America, with new contracts from the 


Dallas Stars, the St. Louis Blues, and the Cleveland Cavaliers. 


PLAN 


We will continue to pursue our share growth strategy with expected revenue 
growth in excess of 15% for 1999. Part of this growth will come from new 
market initiatives in arts and entertainment event ticketing. In addition, we 
are actively evaluating opportunities to consolidate the highly fragmented 


ticketing industry. 


reputation for quality and service is second to none.” 


In 1999, our goal is 


to grow our share of 
the large arts and 
entertainment 
segment of the U.S. 
event ticketing 
market. 


“The travel and entertainment ticketing businesses are growing worldwide 
and present us with enormous untapped opportunities. We already have 
strong relationships with major carriers in the North American and 


European airline industries. In major league sports ticketing, our 


Graham Searle PRESIDENT & CHIEF OPERATING OFFICER, SECURITY PRINT PRODUCTS 


tically grew revenue 
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The MDC Stamp Group is trusted to produce 
stamps for postal authorities in more than 65 — 
countries. The group’s annual revenues have 
increased steadily through long-term customer 
relationships based on exacting standards of quality 
and highly secure documentation control systems. Stamp Designs © US, Postal Service, Reproduced with permisson, All rights rererved 


BACKGROUND 


The MDC Stamp Group is one of the world’s largest manufacturers of postage 
stamps with annual revenues exceeding CDN$60 million. The group has 
long-term contracts with the postal authorities of the United States, Canada, 
and the U.K. and manufactures stamps for more than 65 postal authorities 
worldwide. MDC Stamp Group is the printer for the U.S. Postal Service’s 
prestigious Celebrate the Century series, the world’s largest commemorative 
stamp program. We produce over 60% of all Canadian stamps and 30% of all 


high-quality stamp booklets in the U.K. 


1998 PLAN 


Our objectives for !998 were to increase our share of the stamp market, and 
through investment in new technologies, to improve operating efficiencies 


while continuing to meet stringent customer standards. 


DELIVERY 


Business with our core customers continued to grow. U.S. sales increased 
by 50%. We were awarded our first contract to produce high-quality gravure 
stamp booklets for Royal Mail in the U.K. In Canada, we produced the first 
self-adhesive coiled stamps ever commissioned by Canada Post. We invested 
in new presses which, combined with major cost-cutting initiatives, resulted 


in exceptional bottom-line growth. 


1999 PLAN 


Our strategy is to continue strengthening our partnerships with current 
customers while using our technological versatility to expand further into 


the international marketplace. 


“Across the world, government postal authorities are increasingly going 
to outsource the production of stamps. MDC is well positioned to earn a 
growing share of this market because we are one of the few companies 
with multiple international production sites and all the major stamp 
printing technologies.” 


Bill Kerson PRESIDENT, MDC STAMP GROUP 
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MediaOne | 


Consistent with our strategy to 
build a U.S. presence in the key 
segments of advertising and 
promotion, MDC acquired 
Margeotes|Fertitta+Partners, 
a New York-based advertising 
agency, and Source Marketing, 
a U.S. sales promotion firm. Both 
serve blue-chip clients. 
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BACKGROUND 


1998 


We renamed the Communications and Marketing Services division 
Maxxcom Inc.,in anticipation of an initial public offering. Maxxcom is com- 
prised of a group of communications and marketing services companies 
with expertise in the high-growth niche markets of health care, financial 
services, agribusiness, technology, and consumer goods. Our successful 
ownership formula is to purchase a majority share of companies but 
ensure management retains a meaningful vested interest as an incentive 


to drive growth. 


PLAN 


Our objective for 1998 was to build critical mass by acquiring companies to 


enhance our operations, particularly in the U.S. market. 


DELIVERY 


1999 


Maxxcom increased revenues by $35 million over 1997 for total revenues of 
$102 million. We acquired majority stakes in three market-leading U.S. com- 
panies: Margeotes|Fertittat+Partners, a New York-based advertising agency; 
Source Marketing, a sales promotion firm; and CyberSight, an Internet mar- 
keting services provider. In Canada, we acquired Integrated Healthcare 
Communications, a conference and communications specialist serving the 
pharmaceutical industry, and we recruited top industry experts and launched 
Northstar Research Partners, a market research firm with an international 


clientele. 


PLAN 


In 1999 we will continue to build our portfolio of integrated marketing services 
companies and specialized communications companies. Maxxcom has made 
a strategic decision to deliver precisely targeted, integrated communications 
solutions to a broad range of clients who have traditionally been under- 
serviced by large multinational firms. Our intention is to achieve at least 15% 
annual growth internally, and augment this through acquisition using our suc- 
cessful partnership formula. Ultimately, our goal is to unlock the division’s 


value by way of an initial public offering. 


businesses.” 


Beverley Morden  presipent, MAXxXCOM INC. 


To capitalize on emerging 
market trends, we acquired 
CyberSight, a U.S.-based 
advertising agency specializing 
in the field of Internet 
advertising and marketing, and 
Integrated Healthcare 
Communications, a 
Canadian communications 
specialist serving the 
pharmaceutical industry. 


“The communications services industry will continue to enjoy healthy growth. 
The greatest opportunity for MDC lies with clients who want the special 


long-term relationships and personalized services offered by owner-managed 
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Results of Operations: 1998 compared to 1997 


The following table summarizes by division the Company’s results of operations for the years ended 
December 31, 1998 and 1997 (all amounts in CDN$ millions): 


Increase Increase 
1998 1997 (Decrease) (Decrease) 
Sales 
Secure Transaction Products and Services 361.2 195.3 165.9 85% 
Communications and Marketing Services 101.8 66.8 35.0 52% 
Corporate and other 13.7 V7/ge) (4.2) (23%) 
, 476.7 280.0 196.7 70% 
foe a eS a aS 
Gross profit 
Secure Transaction Products and Services 182.6 925 90.3 98% 
Communications and Marketing Services 40.2 20.3 19.9 98% 
Corporate and other 11.3 10.6 0.7 7% 
234.1 123.2 110.9 90% 
Operating expenses 
Secure Transaction Products and Services 112.1 61.3 50.8 83% 
Communications and Marketing Services 26.1 11.4 14.7 129% 
Corporate and other 17.3 14.8 2:5 17% 
155.5 87.5 68.0 78% 
Operating income 
Secure Transaction Products and Services 70.5 31.0 39:5 127% 
Communications and Marketing Services 14.1 Shy) 52 58% 
Corporate and other (6.0) (4.2) (1.8) 43% 
78.6 35.6 42.9 120% 
SS 
Amortization 
Secure Transaction Products and Services 21.6 eS O53 76% 
Communications and Marketing Services eid 1.5 N22 80% 
Corporate and other 1.7 1.0 0.7 70% 
26.0 14.8 11.2 76% 
Minority interests 
Secure Transaction Products and Services 1.4 0.4 1.0 250% 
Communications and Marketing Services 4.6 D5 2.1 84% 
6.0 29 3.1 107% 
Earnings, before interest and income taxes 
Secure Transaction Products and Services 47.5 18.3 Phe )-9) 160% 
Communications and Marketing Services 6.8 4.9 Wee) 39% 
Corporate and other (7.7) (3.2) (2.5) 48% 
46.6 18.0 28.6 159% 
Interest 23.0 6.3 16.7 265% 
Earnings before income taxes 23.6 Iihezé We. 102% 
Income taxes 9.5 Se (5.6 144% 
Income from continuing operations 14.1 7.8 6.3 81% 
Income (loss) from discontinued operations 0.0 (28.6) 28.6 100% 
Net income (loss) for the year 14.1 (20.8) 34.9 168% 
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Management’s Discussion and Analysis (continued) 


Year ended December 31, 1998 compared with the year ended December 31, 1997 
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SALES 
Sales in 1998 were $476.7 million, representing an increase of $196.7 million or 


70% over the $280.0 million in 1997. Year-over-year growth in sales is summa- 


rized as follows: 


Secure Transaction Products and Services 
Communications and Marketing Services 35.0 


Corporate and other 


Secure Transaction Products and Services Division 


Sales of the Secure Transaction Products and Services division totalled 
$361.2 million in 1998, up $165.9 million or 85% over the $195.3 million in 
1997. This growth accounted for 84% of the increase in sales of the Company. 
The high rate of sales growth resulted in large part from the inclusion of the 
results of the acquisitions of Artistic Checks, Custom Cheques and Custom 
Direct Inc., and Styles Checks. Acquisitions accounted for $90.3 million of the 
sales increase with the remaining $75.6 million generated through internal 


growth across the division. 


Communications and Marketing Services Division 
Sales of the Communications and Marketing Services division totalled 
$101.8 million in 1998, up $35.0 million or 52% over the $66.8 million in 1997. 


The acquisitions of Margeotes|FertittatPartners (“MF+P”) and CyberSight 


_ accounted for $18.7 million of the increase in 1998. The remaining $16.3 million 


increase was a result of internal growth generated throughout the division’s 


operating units. 


GROSS PROFIT 

Gross profit was $234.1 million in 1998, representing an increase of $110.9 mil- 
lion or 90% over the gross profit of $123.2 million in 1997. Gross margin 
increased 5% from 44% in 1997 to 49% in 1998 as a result of improved margins 
in both the Secure Transaction Products and Services and Communications and 


Marketing Services divisions. 


Secure Transaction Products and Services Division 

Gross profit was $182.6 million in 1998, up $90.3 million or 98% over the 
$92.3 million achieved in 1997. This increase is directly attributable to the 
growth in sales and improved margins of the division. Gross margin for the divi- 
sion was 50.6%, compared to the 47.3% gross margin achieved in 1997. The 
increase in gross margin is primarily a result of production efficiencies and cost 


reduction initiatives. 


Communications and Marketing Services Division 
Gross profit was $40.2 million in 1998, representing an increase of $19.9 mil- 


lion or 98% from the $20.3 million in 1997. Again, this increase is attributable 
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to the sales increase combined with improved gross margins in the division. 
Gross margins increased to 39.5% from 30.4%, primarily the result of changes 


in sales mix. 


OPERATING EXPENSES 

Operating expenses totalled $155.5 million in 1998, representing an increase of 
$68 million or 78% over the $87.5 million in 1997. This increase is directly attrib- 
utable to the growth in the Company’s sales both internally and through 


acquisitions. Operating expenses increased marginally from 31.3% of sales in 
1997 to 32.6% of sales in 1998. 


Secure Transaction Products and Services Division 

Operating expenses totalled $112.1 million in 1998, up $50.8 million or 83% 
over the $61.3 million in 1997. This increase was in large part attributable to the 
Artistic Checks, Custom Cheques, Custom Direct Inc. and Styles Checks acqui- 
sitions in 1998. Operating expenses as a percentage of sales were relatively 
unchanged, down 0.4% from 31.4% in 1997 to 31.0% in 1998. 


Communications and Marketing Services Division 

Operating expenses totalled $26.1 million in 1998, reflecting an increase of 
$14.7 million or 129% from the $11.4 million in 1997. Operating expenses 
increased from 17.1% of sales in 1997 to 25.6% of sales in 1998, as a result of 


the change in sales mix. 


OPERATING INCOME 

Operating income was $78.6 million in 1998, reflecting an increase of $42.9 mil- 
lion or 120% over the $35.7 million achieved in 1997. This increase can be 
attributed to increases in the operating income in both of the Company’s divi- 
sions: $39.5 million from the Secure Transaction Products and Services division 
and $5.2 million from the Communications and Marketing Services division. 
These increases are offset slightly by a $1.8 million increase in corporate and 
other costs in 1998. Operating income increased from 12.8% of sales in 1997 to 
16.5% of sales in 1998, primarily due to improved gross margins and expense con- 


tainment in both divisions. 


Secure Transaction Products and Services Division 

Operating income was $70.5 million in 1998, up $39.5 million or 127% over the 
$31.0 million in 1997. This increase is attributable to the inclusion of operating 
income relating to 1998 acquisitions and internal growth. Operating income 


increased from 15.9% of sales in 1997 to 19.5% of sales in 1998. 


Communications and Marketing Services Division 

Operating income was $14.1 million in 1998, $5.2 million or 58% higher than 
the $8.9 million achieved in 1997. Operating income increased from 13.3% of 
sales in 1997 to 13.9% of sales in 1998. The increase in operating income was 
attributable to the inclusion of the results from the acquisitions of MF+P and 


CyberSight in 1998 as well as from internal growth. 
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GROSS PROFIT 
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Management’s Discussion and Analysis (continued) 


Year ended December 31, 1998 compared with the year ended December 31, 1997 
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AMORTIZATION 
Amortization was $26.0 million in 1998, up $11.2 million or 76% over the amor- 
tization of $14.8 million in 1997. This increase was primarily attributable to the 


increased asset base of the Secure Transaction Products and Services division. 


Secure Transaction Products and Services Division 

Amortization was $21.6 million in 1998, up $9.3 million or 76% over the 
$12.3 million of amortization in 1997. An increased asset base, primarily the 
result of acquisitions in our North American cheque operations, accounts for this 


increase. 


Communications and Marketing Services Division 
Amortization was $2.7 million in 1998, representing an increase of $1.2 million 


or 80% over the $1.5 million in 1997, primarily the result of divisional acquisitions. 


MINORITY INTERESTS 

Minority interests were $6.0 million in 1998, $3.1 million or 107% higher than 
the $2.9 million in 1997.This increase resulted from growth of $1.0 million from 
the Secure Transaction Products and Services division and $2.1 million from the 
Communications and Marketing Services division. The increases were directly 


attributable to the increased profitability of each of the divisions. 


EARNINGS BEFORE INTEREST AND INCOME TAXES (“EBIT”) 

EBIT was $46.6 million in 1998, $28.6 million or 159% higher than the $18.0 mil- 
lion in 1997. This increase resulted from growth of $29.2 million from the Secure 
Transaction Products and Services division and $1.9 million from the 
Communications and Marketing Services division. The increase was offset by 


increased corporate and other costs of $2.5 million. 


INTEREST EXPENSE 
Interest expense was $23.0 million in 1998, up $16.7 million or 265% over the 
$6.3 million in 1997. This increase primarily related to additional long-term 


indebtedness incurred to fund the Company’s acquisitions. 


INCOME TAX EXPENSE 

Income tax expense was $9.5 million in 1998 compared with $3.9 million in 
1997. This increase is directly attributable to the Company’s increased earnings 
in 1998. Income taxes increased from 33.3% of earnings before income taxes in 
1997 to 40.2% in 1998. The Company continued to utilize the benefits of previ- 


ously unrecorded tax losses to reduce its tax provision to below statutory rates. 


INCOME FROM CONTINUING OPERATIONS 
Income from continuing operations in 1998 was $14.1 million, up $6.3 million or 
81% over the $7.8 million earned in 1997. Income from continuing operations 


increased marginally from 2.8% of sales in 1997 to 3.0% of sales in 1998. 
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NET INCOME (LOSS) FOR THE YEAR 

Net income in 1998 was $14.1 million, up $34.9 million or 168% over the net 
loss of $20.8 million in 1997. Of this increase $28.6 million relates to the loss 
incurred by the Company in 1997 relating to discontinued operations. The 
remaining increase is due to the overall improvement in results as discussed in 


the foregoing items. 


LIQUIDITY AND CAPITAL RESOURCES 

Working Capital 

Working capital was $44.8 million at the end of 1998, reflecting an increase of 

$6.9 million or 18% over the $37.9 million in working capital at the end of 1997. 
In 1998, the Company increased its revolving credit facility from US$75 mil- 

lion to US$150 million (CDN$230 million). The Company has utilized 

approximately CDN$52.6 million of this facility in the form of cash and letters 

of credit at December 31, 1998. As at December 31, 1998, the Company had 

approximately CDN$177.4 million in unrestricted cash and available bank credit 


facilities to support the Company’s future cash requirements. 


Long-term Indebtedness 

Long-term indebtedness (including long-term indebtedness and current portion 
of long-term indebtedness) was $394.4 million at December 31, 1998, repre- 
senting a net increase of $184.3 million over the $210.1 million in long-term 
indebtedness at December 31, 1997. 

On November 13, 1998, the Company issued an additional US$75 million 
of its 10'/2% Senior Subordinated Notes due December 2006. The proceeds of 
this financing were used primarily to repay indebtedness on the Company’s 
credit facility. 

The following matrix summarizes the Company’s exposure to interest and 


exchange rate risks at December 31, 1998: 


Interest CDN$ US$ UKE AUS$ 


Fixed 223,417,000 25,000,000 1,435,000 1,075,000 
Floating — 83,500,000 — — 


Long-term Indebtedness to Shareholders’ Equity 

With $198.1 million of shareholders’ equity and $394.4 million of long-term 
indebtedness, the Company’s long-term indebtedness to shareholders’ equity 
ratio increased marginally in 1998, from 1.79 to | at December 31, 1997 to 1.99 
to | at December 31, 1998. 


Repayment of Long-term Indebtedness 
Approximately $80.0 million of long-term indebtedness is due within the next 
five years and the majority is due December |, 2006. Management anticipates 


that this indebtedness will be repaid from cash flow from operations. 
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Management’s Discussion and Analysis (continued) 

Year ended December 31, 1998 compared with the year ended December 31, 1997 
Cash Flow from Operations 
Cash flow from operations, before changes in non-cash working capital, was 
$45.1 million in 1998, representing an increase of $22.7 million or 101% over the 
$22.4 million generated in 1997. The funds were used primarily to help fund the 


Company’s capital expenditure program in 1998. 


RISKS AND UNCERTAINTIES 

Customer Concentration 

Secure Transaction Products and Services Division 

In 1998, the Secure Transaction Products and Services division contributed 
approximately 76% of the Company’s consolidated sales. The division currently 
derives a significant portion of its revenue from its cheque and postage stamp 
printing businesses, both of which have a concentrated customer base. 

A significant portion of the division’s cheque printing revenue is derived from 
its sales to financial institutions pursuant to agreements. Since cheques in Canada 
are sold through financial institutions and there is currently no direct-to-consumer 
cheque market as in the United States, the loss of, or material reduction of vol- 
ume under, these contracts would have a material adverse effect on the results 
of the division. Although the Company believes that these contracts will continue 
to operate throughout their entire term and will be extended in the ordinary 
course of business, there can be no assurance that extensions will be exercised 
or that the contracts will be renewed at their scheduled expiration. 

The postage stamp business derives a significant portion of its revenues from 
government contracts. Contracts are generally awarded in a competitive bidding 
process. The loss of these contracts could have an adverse effect on the sales 
and earnings of the division. Although there can be no guarantees that the con- 
tracts will be retained upon their expiration, management’s belief is that the 
division will successfully retain these contracts and continue to increase annual 
production allocations. In addition, it is expected that the significant capital 
investment made to acquire state-of-the-art equipment and technology will give 


the division production cost efficiencies over its competitors. 


Communications and Marketing Services Division 
Management’s ongoing strategy to acquire ownership stakes in well-managed 
businesses has allowed the division to grow into a broad portfolio of 16 companies. 
The resulting diversity has allowed the division to minimize the effects that might 
arise from the loss of any one client or manager. 

Management succession is very important to the ongoing results of the divi- 
sion. Management has focused on mitigating the risks with respect to these 


successions, as well as the promotion of various growth initiatives. 


Competition 

Each of the Company’s divisions operates in a highly competitive environment. 
The Company’s Secure Transaction Products and Services division competes 

primarily on the basis of quality, customer service, design capability and price. 


A number of the Company’s competitors have greater resources than those 
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available to the Company which may enable them to aggressively pursue the 
business of the Secure Transaction Products and Services division. 

The Company’s Communications and Marketing Services division competes 
in an industry characterized by numerous firms of varying sizes, with no single 
firm or group of firms having a dominant position in the marketplace. 
Competitive factors include creative reputation, management, personal rela- 
tionships, quality and reliability of service and expertise in particular niche areas 
of the marketplace. Although the price of services may be a competitive factor 
in obtaining new clients, it is generally of lesser importance once a client 


relationship has been established. 


Currency Fluctuations 

Although the Company’s financial results are reported in Canadian dollars, a 
significant portion of its sales and operating costs are denominated in U.S. dollars. 
Furthermore, an increasing portion of the Company’s sales and operating costs are 
expected to be in U.S. currency. The Direct Marketing division (e.g., Regal Greetings 
& Gifts) purchases the majority of its merchandise from third parties in foreign 
currencies, primarily U.S. and Hong Kong dollars. As a result, fluctuations in the 
exchange rate between the Canadian dollar and other currencies, particularly the 
U.S. dollar, may affect the Company’s financial results and the Company’s compet- 
itive position. The Company generally manages its exposure to foreign currency 
risk by matching its debt charges with cash flows of a common currency, and where 
appropriate, may hedge currency risks through foreign exchange contracts and 
currency swap agreements. There can be no assurance that such measures will 
be successful; however, management will attempt to mitigate these risks to the 


fullest extent available. 


Alternative Forms of Payment 

Cheque usage in Canada has declined in the past several years. Consumers and 
businesses in the North American marketplace have recently been introduced to 
various electronic and other forms of payment. The Company cannot conclu- 
sively determine what effect these alternate forms of payment may have on future 
average cheque usage by consumers or businesses. There can be no assurance 
that such factors will not have a material adverse effect on the future volumes 


of cheques produced by the Company or its revenues. 


Discontinued Operations (Regal Greetings & Gifts) 

The Company has announced a plan to divest its Regal operations. The Company 
does retain the responsibility to realize assets and discharge liabilities in the 
normal course of business for this operation until the ultimate divestiture 
process has been completed. Consequently, the following risks and uncertainties 


continue to be applicable to the Company. 


Postal Interruption 


The operation’s mail order catalogue sales are somewhat dependent on contin- 
ued availability of uninterrupted postal delivery service for outgoing catalogue 


distribution, incoming mail orders, related parcel shipments and customer 
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Management’s Discussion and Analysis (continued) 

Year ended December 31, 1998 compared with the year ended December 31, 1997 
communications. Partially in response to the history in Canada of postal inter- 
ruptions and threats of interruption, Regal has developed alternate means of 
receiving incoming orders and shipping parcels, including the use of toll-free 
order telephone lines, fax orders and independent courier services. Regal’s 
reliance on postal delivery service has been further reduced as a result of its 
ability to deliver merchandise to catalogue customers through its service cen- 
tres. On an annual basis, approximately 71% of the Regal’s merchandise is 
delivered using means other than postal delivery service. However, a prolonged 
interruption in Canada’s postal service as experienced in the fourth quarter of 


1997 would have a material adverse impact on the Regal’s results. 


Foreign Suppliers 

Approximately 68% of Regal’s merchandise offered through its core catalogues 
is purchased from foreign independent trading agents selling products for man- 
ufacturers located in Asian countries. Therefore, Regal is exposed to the 
customary risks of doing business abroad, including fluctuations in the value of 
currencies, import duties, quotas, work stoppages, and political instability. To 


date, these factors have not had a material adverse effect on Regal’s operations. 


Seasonality 

Significant portions of the sales for Regal are usually earned in the peak selling 
period leading to Christmas. A major postal interruption or supplier disruption 
affecting this selling period potentially could have an adverse impact on the divi- 


sion’s results. 


YEAR 2000 COMPLIANCE 

The advent of the Year 2000 may cause difficulties for date sensitive systems to 
accurately process and retain information on an ongoing basis. These Year 2000 
difficulties could impact the Company because of its reliance on information 
technology systems including internal accounting and manufacturing systems as 
well as manufacturing equipment with embedded technology. Given this poten- 
tial problem, the Company appointed a task force and established a rigid 
methodology to ensure Year 2000 compliance. The task force is comprised of a 
member of the Board of Directors, senior head office personnel and the presi- 
dents of each division. In addition, the Company has retained an outside 
consultant to coordinate and provide guidance to the Company in its Year 2000 
efforts. The Company has substantially completed its inventory review and 
assessment phase and has commenced compliance testing. 

The Company has mandated that all systems will be Year 2000 compliant 
no later than the summer of 1999. In addition, the Company ensures that all 
systems and manufacturing equipment purchased are Year 2000 compliant. 
Presently the Company is on schedule to complete its Year 2000 initiative by 


the summer of 1999. 
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In the event of a Year 2000 system failure, the Company has commenced the 
development of a contingency plan to ensure business continuity. This plan will 
be substantially complete by June 30, 1999. Given that the majority of the 
Company’s customers are large financial institutions or governments, the scope 
of determining compliance is greatly reduced. The failure to correct a material 
Year 2000 issue could cause an interruption in, or failure of, certain normal busi- 
ness activities or operations. Such failures could materially and adversely affect 
the Company’s results of operations, liquidity, and financial condition. 

The Company continues to upgrade its hardware and software systems, both 
in the normal course of business and to ensure Year 2000 compliance. Based 
upon current assessments, the Company believes that the Year 2000 issue will 
not have a materially adverse impact on its results of operation, liquidity and 
financial condition. Costs associated with ensuring Year 2000 compliance are 
estimated to be minimal and will be expensed as incurred. The costs expended 
to date have been approximately $0.2 million and have been funded through the 
operating cash flow of the Company. Expected costs to complete the project are 


$0.3 million. 


OUTLOOK 

The Company is clearly showing positive results and focus with respect to the 
implementation of the strategic plan announced in January 1998. The current 
year results have provided record growth in Sales, Operating Income, Net 
Income and Cash Flow in addition to a reduction in the seasonality of results 
from its operations. 

The Secure Transaction Products and Services division is expected to con- 
tinue to grow through gains in market share of existing products and from 
strategic acquisitions. The successful integration of recent acquisitions has pro- 
vided the Company with a strong base of earnings and cash flow from which to 
capitalize on further opportunities. 

We expect to grow the sales and operating profits of the Communications 
and Marketing Services division both internally and through strategic acquisi- 
tions. The Company will explore ways to crystallize the value of the division, 
likely by way of an initial public offering. 

During 1999, the Company will continue to seek and evaluate acquisition 
opportunities. We will continue to maintain strict adherence to our fundamen- 
tal acquisition criteria of niche companies or market leaders with good 
management, stable sales and earnings streams, low capital expenditure require- 
ments, and strong growth prospects. 

With a clear and defined corporate strategic plan and focused and experi- 
enced management in place at all levels of the Company combined with available 
capital resources, management anticipates continued growth in earnings and 


shareholder value in 1999 and beyond. 
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Management’s Report 


The accompanying consolidated financial statements have been prepared by management and approved by 
the Board of Directors of the Company. Management is responsible for the preparation and presentation 
of these financial statements and all the financial information contained within this annual report within 
reasonable limits of materiality. The financial statements have been prepared in accordance with generally 
accepted accounting principles in Canada. In the preparation of these statements, estimates are some- 
times necessary because a precise determination of certain assets and liabilities is dependent on future 
events. Management believes such estimates have been based on careful judgments and have been prop- 
erly reflected in the accompanying consolidated financial statements. The financial information throughout 
the text of this annual report is consistent with that in the financial statements. 

To assist management in discharging these responsibilities, the Company maintains a system of inter- 
nal control which is designed to provide reasonable assurance that its assets are safeguarded, that 
transactions are executed in accordance with management’s authorization and that the financial records 
form a reliable base for the preparation of accurate and timely financial information. 

Management recognizes its responsibility for conducting the Company’s affairs in compliance with 
established financial standards and applicable laws, and for the maintenance of proper standards of conduct 
in its activities. 

BDO Dunwoody LLP, Chartered Accountants, are appointed by the shareholders and have audited the 
consolidated financial statements in accordance with generally accepted auditing standards. Their report 
outlines the nature of their audit and expresses their opinion on the consolidated financial statements of 
the Company. 

Annually, the Board of Directors appoints an Audit Committee composed of at least three directors 
who are not members of management. The Audit Committee meets periodically with management and the 
auditors to discuss internal controls over the financial reporting process, auditing matters and financial 
reporting issues. It is responsible for reviewing the annual and interim consolidated financial statements 
and the report of the auditors. The Audit Committee reports the results of such review to the Board and 
makes recommendations with respect to the appointment of the Company’s auditors. In addition, the Board 
may refer to the Audit Committee on other matters and questions relating to the financial position of the 
Company and its affiliates. 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for finan- 


cial reporting and for approving the consolidated financial statements for presentation to shareholders. 


Miles S. Nadal Peter M. Lewis 
PRESIDENT & EXECUTIVE VICE-PRESIDENT & 
CHIEF EXECUTIVE OFFICER CHIEF FINANCIAL OFFICER 


MARCH 14, 1998 
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Auditors' Report 


To the Shareholders of MDC Communications Corporation 


We have audited the consolidated balance sheets of MDC Communications Corporation as at 
December 31, 1998, 1997 and 1996 and the consolidated statements of retained earnings, operations and 
changes in financial position for each of the years then ended. These financial statements are the respon- 
sibility of the Company's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards in Canada. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup- 
porting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating the over- 
all financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the finan- 
cial position of the Company as at December 31, 1998, 1997 and 1996 and the results of its operations 
and the changes in its financial position for each of the years then ended in accordance with generally 


accepted accounting principles in Canada. 


“BDO iyeers raf Fe 


CHARTERED ACCOUNTANTS 
MARKHAM, ONTARIO 


FEBRUARY 24, 1999 
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Consolidated Balance Sheets 


For the years ended December 31 


LIABILITIES AND SHAREHOLDERS' EQUITY 
Current 


The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 


ON BEHALF OF THE BOARD: 


Mle 9 Wola 


(in thousands of Canadian dollars) 1997 1996 
ASSETS 
Current 
Cash and short-term investments $ 20,157 SeMlo.793 $0 44,937 
Accounts receivable (note 2) 81,135 62,512 36,767 
Inventory 52,600 43,332 39,391 
Prepaid expenses and sundry 40,566 13,961 9,020 
194,458 130,598 1273005 
Capital and other assets (note 3) 167,197 118,463 96,053 
Goodwill (note 4) 378,358 168,448 138,767 
$740,013 $ 417,509 $ 361,935 


Se RR RR SR SS RS SS SR SS RR 


Bank indebtedness (note 5) $ 2,650 Sy 2 O77, $ 676 
Accounts payable and accrued liabilities 130,098 69,910 57,446 
Deferred revenue 11,180 6,169 Pps fi) 
Current portion of long-term indebtedness (note 5) 5,719 Ait 2,996 
149,647 92,668 64,075 
Long-term indebtedness (note 5) 388,711 205,634 190,907 
538,358 298,302 254,982 
Minority interest 3,511 2,039 LEAs 
Shareholders’ equity 
Share capital (note 6) 145,586 84,180 86,219 
Other paid in capital (note 7) 40,909 37,802 1,943 
Cumulative translation adjustment (note 8) 4,086 — —_ 
Retained earnings (deficit) 7,563 (4,814) 17,614 
198,144 117,168 105,776 
$740,013 $ 417,509 $ 361,935 


Peter M. Lewis 
DIRECTOR 


Miles S. Nadal 
DIRECTOR 
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Consolidated Statements of Operations 


For the years ended December 31 


(in thousands of Canadian dollars, except per share amounts) 1998 1997 1996 
Sales $476,727 $ 280,020 $ 158,211 
Cost of sales 242,608 156,823 95,628 
Gross profit 234,1 19 123,197 62,583 
Operating expenses 155,475 87,551 40,395 
Operating income before other charges 78,644 35,646 22,188 
Other charges (income) 
Amortization 26,048 14,784 Us IS 
Gain on sale of capital assets _ — (615) 
Interest 23,018 6,258 6,177 
Minority interests (note 9) 5,987 2,870 1,258 
55,053 23,92 14,615 
Income before income taxes 23,591 11,734 LS 
Income taxes (note | 0) 9,483 3,953 2,842 
Income from continuing operations 14,108 7,78 | 4,73 
Income (loss) from discontinued operations (note | |) — (28,618) 2,308 
Net income (loss) for the year $ 14,108 $(20)837) sees eee Ooo 
Earnings per share (note | 2) 
Continuing operations 
Basic $ 0.93 $ 0.50 $ 0.41 
Fully diluted $ 0.88 $ 0.49 $ 0.40 
je I FS 
Reported 
Basic $ 0.93 $ (1.82) §$ 0.61 
(a A I OT 
Fully diluted $ 0.88 So (1282) Ss 0.58 


The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 


Consolidated Statements of Retained Earnings 


For the years ended December 31 


(in thousands of Canadian dollars) 


Retained earnings (deficit), beginning of year 
Net income (loss) for the year 


Allocation to other paid in capital 


Retained earnings (deficit), end of year 


net of income tax recovery of $l, 376 (1997 — $1,268) 


$ (4,814) | $ 17,614 $ 10,575 
14,108 (20,837) 7,039 
9,294 (3,223) 17,614 
(1,731) (1,591) =e 

$ 7,563 $ (4,814) $ 17,614 


The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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Consolidated Statements of Changes in Financial Position 


For the years ended December 31 


(in thousands of Canadian dollars) 


1998 


Cash provided by (used in) 
| Operating activities 
Income from continuing operations 
Items not involving cash 
Amortization 
Deferred income taxes 
Gain on sale of capital assets 
Other 


Changes in non-cash operating accounts 


Discontinued operations, net of non-cash items 


| Investing activities 

Investments and acquisitions, net 
Capital assets, net 

Other assets 


Financing activities 
Proceeds on issuance of long-term indebtedness 
Repayment of long-term indebtedness 
Net proceeds on issuance of convertible debentures 
Issue of share capital 


Cash and equivalents, beginning of year 


Cash and equivalents, end of year 


Represented by 
Cash and short-term investments 
Bank indebtedness 


Increase (decrease) in cash and equivalents during the year 


$ 14,108 


(197,100) 
(38,084) 


179,250 
(9,117) 


$ 17,507 


$ 20,157 
(2,650) 


$ 17,507 


1997 1996 
$: WI8 Sse 
14,784 7,795 
(1,218) 462 
=a (615) 
1,085 243 
22,432 12,616 
(26,428) (14,407) 
(3,996) (1,791) 
(12,039) 4,694 
(16,035) 2,903 
(35,681) (79,915) 
(19,727) (14,353) 
(9,546) (16,694) 
(64,954) (110,962) 
<s 182,172 
(6,397) (54,350) 
47,350 an 
(2,509) 24,759 
38,444 152,581 
(42,545) 44,522 
41,261 (3,261) 


$ 


10,793 
(12,077) 


(1,284) 


The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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$ 41,937 
(676) 
$ 41,261 


Summary of Significant Accounting Policies 

December 31, 1998, 1997 and 1996 

Principles of Consolidation 

The financial statements include the accounts of the Company and any effectively controlled subsidiary companies and 
are prepared in conformity with generally accepted accounting principles in Canada. Acquisitions are consolidated 


from the effective date of acquisition with intercompany transactions and accounts eliminated upon consolidation. 


Inventory 


Inventory is valued at the lower of cost and net realizable value. Cost is determined on a first-in, first-out basis. 


Prepaid Advertising 
The Company capitalizes costs for direct response advertising and amortizes the costs over the period of expected 
future benefit. The amortization corresponds to the expected sales cycle of the advertising material based on actual 


advertising responses. 


Capital Assets 


Capital assets are recorded at cost.Amortization is provided as follows: 


Buildings — 4-5% straight line 

Computer, furniture and fixtures — 20-30% declining balance 
Machinery and equipment — 10-20% declining balance 
Leasehold improvements — Straight line over term of lease 


Deferred Charges 
The Company capitalizes direct costs related to development of new products and services until the commencement 
of commercial operations, at which time all related costs are amortized on a straight line basis over their estimated 


useful life. 


Deferred Finance Costs 


Deferred finance costs are amortized over the term of the related indebtedness. 


Deferred Income Taxes 
Deferred income taxes result primarily from the difference between amortization recorded in the accounts and capital 


cost allowance claimed for income tax purposes. 


Foreign Currency Translation 
With the exception of the Company’s foreign subsidiaries, foreign currency assets and liabilities carried at current prices 
are translated into Canadian dollars using the rate of exchange in effect at the year end; other foreign currency assets 
and liabilities are translated using the rates of exchange in effect at the dates of the transaction; long-term monetary 
assets and liabilities with a fixed term which have been hedged are translated using the rate per the hedge agreements; 
revenue and expense items are translated at the average monthly rate of exchange for the year, except for amortiza- 
tion of capital and other assets which is translated at the historical rates of the related assets. The accounts of foreign 
subsidiaries self-sustaining operations are translated using the rate of exchange in effect at the year end. 

The unrealized foreign exchange gains and losses on translation of the accounts of foreign subsidiaries are reflected 
as a separate component of shareholders’ equity. 

The unrealized foreign exchange gains and losses relating to translation of long-term monetary assets and liabil- 
ities with a fixed term are deferred and amortized over the remaining life of the related term. All other foreign 


exchange gains and losses are included in net income or loss in the current period. 
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Goodwill 

Goodwill represents the price paid for acquisitions in excess of the fair market value of net tangible assets acquired. 
The Company amortizes goodwill on a straight line basis over periods ranging from 10 to 40 years. The carrying value 
of goodwill is assessed annually by reviewing the estimated future undiscounted cash flows of the underlying businesses 
of the Company. Any permanent impairment in the carrying value of goodwill is expensed in the period in which the 


assessment is made. 


Pensions 

The cost of pension benefits earned by employees covered under the defined benefit component of the pension plan 
is determined using the projected benefit method prorated on service. This cost reflects management’s best estimates 
of the pension plan’s expected investment yields, salary escalation, mortality of members and the ages at which mem- 


bers will retire. 


Revenue Recognition 

Revenue is recognized using the percentage of completion method with respect to contracts having a specified time 
period for the performance of the service. Work in progress is estimated as the portion of revenue which has been 
earned but not billed. Customer billings in advance are recorded as deferred revenue. Potential losses, if any, on work 
in progress are provided for as soon as the possibility of a loss becomes apparent. 


All other revenue is recorded when the service is completed and/or the product is delivered. 


Financial Instruments 

The Company’s financial instruments consist of cash and short-term investments, accounts receivable, bank indebted- 
ness, accounts payable and accrued liabilities, long-term indebtedness and derivative financial instruments. Derivative 
financial instruments are used by the Company to manage its exposure to market risks relating to interest rates and 


foreign currency exchange rates. 


Credit Risk 

The Company’s financial assets that are exposed to credit risk consist primarily of cash, accounts receivable and deriv- 
ative financial instruments. The Company, in its normal course of business, is exposed to credit risk from its customers. 
The Company is exposed to credit loss in the event of non-performance by counterparties to the derivative financial 
instruments but does not anticipate non-performance by these counterparties. To reduce counterparty credit expo- 


sure, the Company deals only with large credit-worthy financial institutions, and limits credit exposure to each. 


Fair Value 

The carrying value of long-term indebtedness (see note 5) that bears interest at fixed rates is based on its quoted mar- 
ket price or on discounted future cash flows using rates currently available for debt of similar terms and maturities if 
the quoted market price was not available. The carrying value of other financial instruments, cash and short-term invest- 
ments, accounts receivable, bank indebtedness and accounts payable and accrued liabilities, approximates fair value due 
to their short-term maturities. The fair value of derivative financial instruments, foreign exchange contracts and swaps 


reflects the estimated amounts that the Company would receive or pay to settle the contracts at the reporting date. 


Accounting Estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires manage- 
ment to make estimates and assumptions that affect the reported amounts of assets and liabilities and the reported 


amounts of revenues and expenses during the reporting period. Actual results could differ from those estimated. 
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Notes to Consolidated Financial Statements 
(in thousands of Canadian dollars, except per share amounts) 
December 31, 1998, 1997 and 1996 


|. ACQUISITIONS 
The following are the acquisitions during the period. These acquisitions were accounted for by the 


purchase method and consolidated from the respective effective date of acquisition. 


1996 Acquisitions: 
* Effective January |, 1996, the Company acquired an additional 11% of Ambrose, Carr, Linton, Carroll Inc. 
* Effective May 10, 1996, the Company acquired 100% of The House of Questa Limited. 
* Effective July |, 1996, the Company acquired 100% of Davis + Henderson Ltd. 


» Effective August 30, 1996, the Company acquired certain Australian assets of Rexam Security Products. 


1997 Acquisitions: 
° Effective March |, 1997, the Company acquired 100% of News Canada Inc. 
* Effective May |, 1997, the Company acquired 100% of Image Checks Inc. 
* Effective June |, 1997, the Company acquired FRB Communications and amalgamated it 
with LB] Advertising Ltd. to form LBJ*FRB Communications Inc. The Company owns 50.1% of 
LBJeFRB Communications Inc. 


° Effective October 15, 1997, the Company acquired 100% of Bicybec Ltée. 


1998 Acquisitions: 
° Effective January |, 1998, the Company acquired 100% of the cheque business of Artistic Greetings 


Incorporated and 60% of Integrated Healthcare Communications Inc. 


Effective April |, 1998, the Company acquired 80% of Margeotes|Fertitta+Partners LLC. 


Effective May 28, 1998, the Company acquired 65% of Qualtech Processing Inc. 


Effective July |, 1998, the Company acquired all the assets of Custom Cheques of Canada, 
BA Custom Cards and Custom Direct Inc. 


Effective September 25, 1998, the Company acquired 80% of CyberSight LLC. 


Effective October |, 1998, the Company acquired certain assets of the Styles Checks Company. 


Effective October 15, 1998, the Company acquired 81.5% of Source Marketing LLC. 


The assets acquired and consideration given are as follows: 


December 31 1998 1997 1996 


Net assets acquired, at fair value 


Assets, net of liabilities $ 32,647 $ 4,662 $ 18,657 
Consideration 

Cash and promissory notes 166,408 37,847 66,87 | 

Share capital — Class A shares 16,260 — 180 

Integration and other acquisition costs 68,059 805 13,461 

250,727 38,652 80,512 

Goodwill $218,080 $ 335990 $ 61,855 


eee eee 
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Notes to Consolidated Financial Statements (continued) 


2. ACCOUNTS RECEIVABLE 


December 31 


Trade receivables 
Notes receivable 
Unbilled work in progress 


$ 60,692 
15,833 
4,610 


$ 81,135 


$ 51,028 
TPE 
4,247 


$762 552 


$ 33,551 
1,147 
2,069 


Notes receivable include amounts owing from a company controlled by an officer of the Company and from officers 


and directors of the Company and its subsidiaries. The notes are non-interest bearing and are due on demand. 


Notes receivable include $4,774 owing from employees, officers and directors on account of share purchase 


loans. The notes are non-interest bearing, due on demand, and secured by shares with a market value of 
$6,217 as at December 31, 1998. 


3. CAPITAL AND OTHER ASSETS 


December 31 


1998 


Accumulated 


1997 


1996 


Accumulated 


Accumulated 


Cost Amortization Cost Amortization Cost Amortization 
(a) Capital Assets 
Land $ 1,870 $ — $ 1,728 $ = $ 1,666 $ — 
Buildings 11,788 2,152 8,709 570 8,653 429 
Computer, furniture 
and fixtures 59,285 32,543 22,317 14,150 12,620 7,075 
Machinery and 
equipment 127,380 47,093 83,139 24,109 75,802 Z3,922 
Leasehold 
improvements 18,354 7,651 8,266 2,740 6,044 1,745 
218,677 89,439 124,159 41,569 104,785 33, 171 
(b) Other Assets 
Deferred charges 19,473 6,220 15,902 3,483 12,315 3,366 
Deferred finance costs 20,595 3,103 13,273 2,670 12,314 1,447 
Deferred foreign 
exchange 24,085 1,760 11,050 463 3,562 — 
Deferred swap 
settlement income (18,900) (2,015) — —_ - — 
Deferred income taxes 1,774 — 2,264 — 1,061 — 
47,027 9,068 42,489 6,616 phe pay! 4,813 
265,704 98,507 166,648 48,185 134,037 37,984 
Cost less accumulated 
amortization $167,197 $ 118,463 $ 96,053 


Included in capital assets are assets under capital lease with a cost of $17,443 (1997 — $12,788, 1996 — 
$13,346) and accumulated amortization of $3,590 (1997 — $2,303, 1996 — $1,868). 


4. GOODWILL 


December 31 


Cost 
Accumulated amortization 
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$397,976 


$378,358 


19,618 


1997 

$ 179,896 
11,448 

$ 168,448 


1996 

$ 145,906 
Tavs 

$ 138,767 


5. LONG-TERM INDEBTEDNESS 


December 31 1997 1996 
10.5% unsecured senior subordinated debentures, face value 
US$200,000 (1997 and 1996 — US$125,000), 
due December |, 2006, interest payable semi-annually $311,873 $ 178,813 $ 171,325 
7% convertible debentures, face value $50,000, due January 8, 2007; 
present value of interest payable until January 8, 2002 9,185 11,855 — 
6% convertible subordinated notes, due March 2002 3,887 3,656 3,433 
6.75% mortgage payable, due January 2002 2,782 3,033 3,250 
Notes payable 1,045 2,210 3,649 
Credit facility (US$33,500) 51,365 — — 
380,137 199,567 181,657 
Obligations under capital leases, interest at 7.37% to 11.67% 14,293 10,579 12,246 
394,430 210,146 193,903 
Less: Current portion 5,719 4,512 2,996 
$388,711 $ 205,634 $ 190,907 


The credit facility provides for an aggregate maximum borrowing of up to US$150,000 bearing interest at 
varying rates, depending on the nature of the loan, the Company’s financial ratios and variable borrowing 
rates in both Canada and the United States. The credit facility and bank indebtedness are secured by a gen- 
eral security agreement, a pledge of shares of subsidiaries and an assignment of intercompany debt. The 
Credit Facility terminates August 2003. 

The credit facility converts into a US$75,000 revolving facility in August 1999, with up to US$75,000 
converting into a four year term loan in August 1999.The term loan is repayable at a minimum of US$6,250 
per quarter commencing after August 2000. 

The Company has entered into a cross currency swap agreement which has converted the obligations 
(principal and interest) on US$125,000 of the unsecured senior subordinated debentures from US$ to 
CDN$ and carries a revised coupon of |1.1% payable interest only semi-annually in Canadian dollars. The 
cross currency swap agreement terminates in December 2006. 

The Company has entered into an interest rate swap agreement which has converted the interest oblig- 
ation on US$50,000 of the unsecured senior subordinated debentures from 10.5% to a variable interest rate. 
At December 31, the variable rate of interest was approximately 9.0%. The interest rate swap terminates 
in December 2006, unless the Bank exercises its option to cancel on December |, 1999 or the Bank or the 
Company exercise their option to cancel on December |, 2003. 

The mortgage and capital leases are secured by specific equipment, land and building. 

In accordance with the Company’s accounting policy on financial instruments, the net proceeds of 
$47,350 of the 7% convertible debentures with face value $50,000 were allocated $14,350 to long-term 
indebtedness and $33,000 to other paid in capital in shareholders’ equity. Additional amounts are capi- 
talized annually to the equity portion of the notes in order that the equity portion of the notes will equal 
the face value at maturity. The 7% convertible debentures are convertible at the option of the holder into 
Class A shares at a rate of 49.261 Class A shares per $1 of debenture. The 7% convertible debentures 
will be redeemable at the discretion of the Company from December 31, 1999 to December 30, 2001 pro- 
vided the trading price of the Class A shares is at least $25.375. After December 30, 2001 the 7% 
convertible debentures are freely redeemable by the Company. The Company may, at its option, satisfy 
the obligation to repay the principal amount of the debentures on redemption or at maturity in freely 


tradeable Class A shares. 
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Notes to Consolidated Financial Statements (continued) 


The 6% convertible subordinated notes have been allocated $3,057 to long-term indebtedness and 
$1,943 to other paid in capital in shareholders’ equity. Additional interest is capitalized annually to the 
indebtedness portion of the notes in order that the indebtedness portion will equal the face value at 
maturity. The 6% convertible subordinated notes are convertible at any time into Class A shares of the 
Company at the rate of 66.667 Class A shares for each $1 of notes. The notes are secured by a floating 
charge on all the assets of the Company and rank pari passu with the unsecured senior subordinated 
debentures and subordinate to all other bank and long-term indebtedness. Interest is paid quarterly. 

The approximate principal portion of long-term indebtedness repayable in each of the five years sub- 


sequent to December 31, 1998 is as follows: 


1999 — $° “Seg 
2000 — 10,150 
2001 — 5,478 
2002 — 2,268 
2003 — 56.397) 
Thereafter — 314,418 


Total interest on long-term indebtedness was $29,096 (1997 — $13,364, 1996 — $7,938). Of this amount 
approximately $78 (1997 — $364, 1996 — $436) has been capitalized. 


The Company’s estimate of the fair value of its long-term indebtedness is as follows: 


1997 1996 


December 31 


Maturing within five years $ 82,000 $ 31,000 $ 23,000 


321,000 190,000 172,000 


$403,000 $ 221,000 $ 195,000 


Maturing after five years 


The Company estimates that as at December 31, 1998 the fair value of its swap agreements approxi- 


mates their carrying value. 


6. SHARE CAPITAL 
The authorized share capital of the Company is as follows: 

An unlimited number of Class A shares (subordinate voting shares) carrying one vote each, entitled to div- 
idends equal to or greater than Class B shares, convertible at the option of the holder into one Class B share 
for each Class A share after the occurrence of certain events related to an offer to purchase all Class B shares. 

An unlimited number of Class B shares carrying 20 votes each, convertible at any time at the option 
of the holder into one Class A share for each Class B share. 

An unlimited number of non-voting preference shares issuable in series. 


Changes to the Company’s issued and outstanding share capital are as follows: 


Shares Amount 
ClassA 
Balance, December 31, 1995 DFG 252 $ 61,258 
Shares issued by prospectus 1,916,667 25,875 
Shares issued on acquisitions 17,967 180 
Shares acquired and cancelled pursuant to a normal course issuer bid (24,500) (274) 
Share options exercised 72,100 337 
Share issue costs, net of income tax recovery of $1,200 — (1,359) 
Balance, December 31, 1996 11,901,486 86,017 
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Shares Amount 


Balance, December 31, 1996 — carry forward 11,901,486 $ 86,017 
Shares acquired and cancelled pursuant to a normal course issuer bid (331,700) (3,287) 
Share options exercised 216,600 778 
Conversion of Class B shares 37 —_— 
Income tax recovery of shares issue costs — 470 
Balance, December 31, 1997 11,786,423 83,978 
Shares acquired and cancelled pursuant to a normal course issuer bid (25,200) (288) 
Shares issued by prospectus 3,000,000 42,000 
Share options and warrants exercised 558,779 4,807 


Shares issued on purchase of assets of: 
Custom Cheques of Canada, 
BA Custom Cards, and 


Custom Direct Inc. 1,250,000 15,000 
Shares issued on purchase of Source Marketing LLC 120,280 1,260 
Share issue costs, net of income tax recovery of $1,095 — (1,373) 
Conversion of Class B shares EIS = 
Balance, December 31, 1998 “16,690,448 $ 145,384 
Class B 
Balance, December 31, 1995 and December 31, 1996 451,766 $ 202 
Conversion to Class A shares (37) — 
Balance, December 31, 1997 451,729 202 
Conversion to Class A shares (166) — 
Balance, December 31, 1998 451,563 $ 202 


Total Share Capital 


1998 17,142,011 $145,586 
1997 12,238,152 $ 84,180 
1996 ZS OS aoe. $ 86,219 


As at December 31, 1998, the Company had granted options under the terms of its employee share 
option incentive plan to purchase 2,206,229 Class A shares at prices ranging from $7.75 to $20.40 per 
share. These options expire between 1999 and 2003. 

The Company has reserved a total of 5,219,283 Class A shares in order to meet its obligation under 


various conversion rights, warrants and employee share options. 


7. OTHER PAID IN CAPITAL 


1997 1996 


December 31 


Balance, beginning of year $ 37,802 $ 1,943 $ 1,943 


Equity component of 7% convertible debentures — 33,000 — 
Bee oe re caned eae) ee ih aaa ON. S 
$ 40,909 $ 37,802 
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Notes to Consolidated Financial Statements (continued) 


8. CUMULATIVE TRANSLATION ADJUSTMENT 
This adjustment represents the net unrealized foreign currency translation gain (loss) on the Company’s 
net investment in self-sustaining foreign operations in the United States, United Kingdom and Australia. 


Changes during the year are as follows: 


December 31 


Cumulative unrealized gain, beginning of year 


Unrealized gain for the year on 
translation of net assets 


Cumulative unrealized gain, end of year 


9. MINORITY INTERESTS 


These amounts represent remuneration paid to shareholder-managers of subsidiary companies pursuant 


to their respective shareholder agreements and adjustments to the minority interest position. 


10. INCOME TAXES 


The Company’s provision for income taxes is comprised as follows: 


December 31 1998 1997 1996 


Current $7 4;227 $ 7,041 $. 35331 
Deferred 5,256 (1,218) 462 
Recovery of taxes due to utilization of losses and 

unrecorded deferred tax debits of prior years — (1,870) (951) 


Reconciliation to statutory rates is as follows: 


December 31 1998 1997 1996 
Provision for income taxes based on combined basic 

Canadian federal and provincial tax rate of 44.3% $ 10,451 Sy Sih98 $- 33355 
Increase (decrease) in taxes resulting from: 
Permanent differences (705) 1,392 911 
Recovery of taxes due to realization of losses and 

unrecorded deferred tax debits of prior years (263) (2,637) (1,424) 
Total provision $ 9,483 S$ 3;953 $2,842 


As at December 31, 1998, the consolidated group had approximately $50,800 of non-capital losses which 
may be carried forward and utilized to reduce future years’ taxable income. The right to claim these losses 


expires as follows: 


1999 $ 750 
2000 4,600 
200! 1,100 
2002 1,800 
2003 13,650 
2004 9,400 
2005 19,500 


As at December 31, 1998 the consolidated group had recorded items in the accounts of approximately 
$16,500 which had not been claimed for income tax purposes. The potential income tax benefits have not 


been recorded in these consolidated financial statements. 
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11. INCOME (LOSS) FROM DISCONTINUED OPERATIONS 

In December 1997, the Company adopted a plan to divest its Regal Greetings & Gifts and Primes de Luxe 
(“Regal”) operations. The divestiture process is anticipated to take several months to complete. Accordingly, 
the results of Regal are reported as discontinued operations and previously reported financial statements 


have been reclassified. Interest has been allocated to discontinued operations. 


For the years ended December 31 1998 1997 1996 


Sales $ 67,934 $ 70,794 $ 74,922 
Income (loss) from operations $ —_ S$ (235618) = S)  25508 
Provision for losses to date of disposal — (5,000) — 
Net income (loss) from discontinued operations $ _ $ (28,618) $$ 2,308 


As at December 31, 1998 the carrying values of Regal’s net assets are as follows: 


Net working capital $ 12,500 
Capital and other assets 8,200 
Goodwill 46,400 

$ 67,100 


12. EARNINGS PER SHARE 
Basic earnings per share has been calculated on a weighted average basis of Class A shares and Class B 
shares outstanding during the year and after giving effect to the net allocation to other paid in capital 
related to the convertible debentures. 

The calculation of fully diluted earnings per share is based upon the common shares outstanding dur- 
ing the year as above, adjusted by the total of the additional common shares that would have been issued 


assuming exercise of all share options and warrants and conversion of all other dilutive instruments. 


13. PENSION COSTS AND OBLIGATIONS 
The estimated market value of assets in the defined benefit component of the pension plans was $17,788 
at December 31, 1998 (1997 — $10,259). These assets are available to meet the estimated present value of 


accrued pension obligations of $16,130 at December 31, 1998 (1997 — $10,037). 


14. COMMITMENTS 


The Company has leased real estate and equipment at the following approximate annual base rental: 


1999 $ 12,626 
2000 10,056 
2001 8,683 
2002 7,938 
2003 4,742 
Thereafter 13,783 


The Company, under agreements with respect to the terms of shareholder agreements, may be required 


to acquire part or all of minority shareholdings at an amount based on the net income of the respective 


subsidiary companies. 
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Notes to Consolidated Financial Statements (continued) 


15. CONTINGENT LIABILITIES 

As at December 31, 1998 there are claims against the Company in varying amounts. It is not possible to 
determine the amounts that may ultimately be assessed against the Company with respect to these claims; 
however, management believes that any such amounts would not have a material impact on the business 


or financial position of the Company. 


16. RELATED PARTY TRANSACTIONS 
The Company paid fees totalling $1,000 (1997 — $1,000, 1996 — $1,000) to a company controlled by an officer 
of the Company in connection with capital transactions. In addition the Company has a non-interest bearing 


note receivable of $3,000 (1997 — $3,000, 1996 — $nil) from the same company. 


17. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 

The Year 2000 Issue arises because many computerized systems use two digits rather than four to iden- 
tify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in 
errors when information using year 2000 dates is processed. In addition, similar problems may arise in some 
systems which use certain dates in 1999 to represent something other than a date. The effects of the Year 
2000 Issue may be experienced before, on, or after January |, 2000. 

If the Year 2000 Issue is not addressed by the Company and its major customers, suppliers and other 
third party business associates, the impact on the Company’s operations and financial reporting may range 
from minor errors to significant systems failure which could affect the Company’s ability to conduct nor- 
mal business operations. It is not possible to be certain that all aspects of the Year 2000 Issue affecting the 
Company, including those related to the efforts of customers, suppliers, or other third parties, will be fully 


resolved. 


18. SEGMENTED INFORMATION 

In 1998 the Company adopted the new accounting recommendation for segmented disclosures. Based on 
the Company’s internal management structure, the Company’s continuing operations are in primarily two 
business segments — Secure Transaction Products and Services and Communications and Marketing Services. 
Secure Transaction Products and Services operations provide security-sensitive transaction products and 
services in four areas: personalized transaction products, stamps, secure ticketing products, and business and 
technology services. The Communications and Marketing Services division offers services in niche markets 
within the following segments of marketing communications: advertising and promotion, public relations and 
corporate communications, and branding and consulting. The significant accounting policies of these segments 


are the same as those described in the summary of significant accounting policies. 
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Secure 


Transaction Communications 
Products & Marketing Corporate 
For the year ended December 31, 1998 & Services Services & Other Total 
Earnings 
Sales $361,200 $101,839 $ 13,688 $476,727 
Operating income $ 70,489 $ 14,074 $ (5,919) $ 78,644 
Amortization 21,636 2,650 1,762 26,048 
Minority interests 1,383 4,604 — 5,987 
Earnings, before interest and income taxes $ 47,470 $ 6,820 $ (7,681) 46,609 
| -_- [== Se ee ene eS 
Interest 23,018 
Earnings, before income taxes 23,591 
Income taxes 9,483 
Net earnings from continuing operations $ 14,108 
Assets 
Total assets $514,955 $ 99,873 $125,185 $740,013 
Expenditures on capital assets $ 30,658 $ 1,799 $ 5,627 $ 38,084 
Secure 
Transaction Communications 
Products & Marketing Corporate 
For the year ended December 31, 1997 & Services Services & Other Total 
Earnings 
Sales $ 195,318 $ 66,763 Sy 75939 $ 280,020 
CES 
Operating income $3,012 $ 8,865 $ (4,231) $ 35,646 
Amortization 12,305 1,533 946 14,784 
Minority interests 384 2,486 — 2,870 
Earnings, before interest and income taxes $-185323 $ 4,846 See (Sy li77) W992. 
Interest 6,258 
Earnings, before income taxes 11,734 
Income taxes 37953 
Net earnings from continuing operations S778) 


Assets 
Total assets $ 239,703 $ 52,243 $ 125,563 $ 417,509 


Expenditures on capital assets $ 16,429 SalsO $2,168 Cy aye 
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Notes to Consolidated Financial Statements (continued) 


Secure 
Transaction Communications 
Products & Marketing Corporate 
For the year ended December 31, 1996 & Services Services & Other Total 

Earnings 
Sales $ "93,015 $ 46,067 S$ 19729 $ 158,211 
Operating income $ 17,008 S75 5;621 $ (441) $ 22,188 

Amortization 5,966 1,098 731 Vit SS 

Minority interests — 1,258 — 1,258 

Gain on sale of capital assets (579) (36) = (615) 
Earnings, before interest and income taxes $ 11,621 $3,301 Sy N72) 13,750 
Interest 6,177 
Earnings, before income taxes iS13 
Income taxes 2,842 
Net earnings from continuing operations $-. 473) 
Assets 
Total assets $ 169,447 $ 735,709 $ 156,779 $ 361,935 
Expenditures on capital assets $ 7,626 $ 762 Srp i53965 $ 14,353 

Geographic Information 

Sales 1997 1996 
Canada $280,268 $ 208,159 $ 135,120 
United States 160,174 49,370 16,137 
Other countries 36,285 22,491 6,954 
Total $476,727 $ 280,020 $ 158,211 
Capital Assets and Goodwill 1997 1996 
Canada $326,239 $ 228,348 $ 188,608 
United States 170,262 34,314 17,225 
Other countries 31,486 30,134 
Total $545,555 $ 294,148 $ 235,967 
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Nine-Year Financial Summary 


(dollars and shares in thousands, except per share amounts) 


1997 1996 ~=—«1995 «1994S s«d:993,—Ss—=«i992~=”s=—=«iL-SS—«*:99D 
Operations 
Sales $476,727 | 280,020 158,211 OT Or att 9-605 NEES 2,06 27296 Se BSe e237 82 
Cost of sales 242,608 156,823 95,628 65,421 34,789 22,495 19,617 15,631 WAY 
Gross profit 234,119 123,097 62,583) 1325575 14,816 9,566 7,679 SHS 6,627 
Operating expenses 155,475 S7755iles 40/395 5 9225524 DSS 5,910 4,571 4,484 4,612 
Operating income 78,644 35,646 22,188 9,85 | 5,061 3,656 3,108 1,073 2005 
Amortization expense 26,048 14,784 UREN 3,146 1,461 895 690 739 819 
Interest expense 23,018 6,258 6,177 2,138 485 626 879 1,057 1,182 
Minority interests 5,987 2,870 1,258 828 850 299 479 53] 789 
Loss (gain) on sale 
. of capital assets _ = (615) — 3 (148) (46) — 7 
Income (loss) 
before income taxes 23,591 11,734 7573 35739 2,262 1,984 1,106 (1,254) (782) 
Income taxes 9,483 3,953 2,842 1,542 970 113 27 (161) 106 
Net income (loss) 
before undernoted 
item 14,108 7,78 | 4,73 | DMN 1,292 1,871 1,079 (1,093) (888) 
Non-recurring 
charges/discontinued 
operations — 28,618 (2,308) (613) (3,016) — —— 467 5,302 
Net income (loss) $ 14,108 (20,837) 7,039 2,810 4,308 1,871 1,079 (1,560) (6,190) 
Earnings per share 
(continuing operations) 
Basic $ 0.93 0.50 0.41 0.21 0.14 0.25 0.23 (0.42) (0.39) 
Fully diluted 0.88 0.49 0.40 0.21 0.14 0.25 0.22 (0.42) (0.39) 
Reported 
Basic $ 0.93 (1.82) 0.61 0.27 0.46 0.25 0.23 (0.60) (2.72) 
Fully diluted 0.88 (1.82) 0.58 0.27 0.45 0.25 0.22 (0.60) (2572) 
Cash flow 
(continuing operations) $ 45,072 22,432 12,616 3,973 2,686 1,552 2,011 (303) (25) 
Cash flow per share 
Basic 3.25 1.69 1.09 0.39 0.29 0.21 0.42 (0.12) (0.01) 
Fully diluted 2.64 1.41 0.99 0.37 0.29 0.21 0.40 (0.12) (0.01) 
Financial position 
Net working capital $ 44,811 37,930 63,040 8,194 7,74\ 9,938 539 166 VIZAP/ 
Investments _ = = = 683 1,740 — — 2 
Capital and other assets 167,197 118,463 96,053 43,581 17,586 3,868 2,161 1,866 2297 
Goodwill 378,358 168,448 138,767 80,092 67,687 14,707 10,739 6,522 6,698 
Total assets 740,013 | 417,509 361,935 184,128 124,049 40,076 23,311 13,815 [55527 
Long-term indebtedness 388,711 205,634 190,907 56,748 26,645 5,844 5,948 6,477 8,518 
Total indebtedness 397,080 | 222,223 194,579 80,734 32,178 8,080 8,602 8,794 10,442 
Shareholders’ equity 198,144 117,168 105,776 73,978 64,301 24,165 7,172 1,796 52 
Other data 
Operating income 
as a % of sales % 16.5 12.7 14.0 10.1 10.2 11.4 11.4 Sal 8.5 
Income from continuing 
operations as a 
% of sales 3.0 2.8 3.0 2.2 2.6 5.8 4.0 (5.2) (3.7) 
Book value per share $ 11.56 OES 7, 8.56 Tas 6.42 3.07 25 0.58 0.49 
Current ratio 1.30 1.41 1.98 1.16 1.26 2.01 1.05 1.03 122 
Long-term indebtedness 
to total capitalization % 65.3 60.6 63.6 36.7 27.6 18.1 377 61.2 135 
Total indebtedness to 
total capitalization 66.7 65.5 64.8 B2i2 33.4 25.1 54.5 83.0 90.1 
Total indebtedness to 
shareholders’ equity 2.00 1.90 1.84 1.09 0.50 0.33 1.20 4.90 9.06 
Class A and B shares 
outstanding at year end 17,142 12,238 12,353 10,371 10,019 7,883 5,742 3,085 2,342 
Employees at year end 3,930 2,920 2,600 1,491 1,150 277 160 111 102 
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Three-Year Summary — 


Quarterly Consolidated Operating Results from Continuing Operations 


Ist Quarter 2nd Quarter 

(Unaudited) 1998 1997 1996 1998 1997 1996 
Sales $ 87,067 68,156 32,801 131,701 72,006 31,225 
Net income 
Net income $ 2,797 2,182 1,438 3,479 [B92 760 
Net income 

per share 

Basic $ 0.19 0.14 0.14 0.25 0.13 0.06 

Fully diluted $ 0.18 0.14 0.14 0.22 Oate2 0.06 
Cash flow 
Cash flow from 

operations Siar, 77 5,492 2,865 9,679 5,665 1,452 
Cash flow per share 

Basic $ 0.55 0.42 0.28 0.74 0.44 0.12 

Fully diluted $ 0.44 0.35 0.25 0.70 0.36 Only 

3rd Quarter 4th Quarter Annual total 

(Unaudited) 1998 1997 1996 1998 19917 1996 1998 1997 1996 
Sales $125,087 62,062 44,962 132,872 77,796 49,223 476,727 280,020 158,211 
Net income 
Net income $ 3,430 1,469 803 4,402 2,209 1,730 14,108 7,78 | 4,73| 
Net income per share 

Basic $ 0.23 0.08 0.06 0.26 0.15 0.15 0.93 0.50 0.41 

Fully diluted $e 0-22 0.08 0.06 0.26 0.15 0.14 0.88 0.49 0.40 
Cash flow 
Cash flow from 

operations $ 13,755 4,615 3,706 14,461 6,660 4,593 45,072 22,432 12,616 
Cash flow per share 

Basic $ 1.06 0.36 0.31 0.90 0.47 0.38 3.25 1.69 1.09 

Fully diluted $ 0.89 0.31 0.29 0.61 0.39 0.33 2.64 1.41 0.99 
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Class A Share Price 


The Class A shares of MDC Communications Corporation are listed on the Toronto Stock Exchange under 
the symbol MDZ.A, and on the NASDAQ National Market under the symbol MDCA. From April 1995 to 
September 1998 the Company’s shares traded on the American Stock Exchange under the symbol MDQ. 
Quarterly market price data, adjusted for the one for six consolidation completed in May 1996, from 1992 


to the first quarter of 1998 were as shown below: 


Toronto Stock Exchange NASDAQ National Market/AMEX 

Market price per share =‘ Trading volume Market price per share Trading volume 
Quarter ending High Low # of shares High Low # of shares 
1999 
March 31 $16.95 $13.00 1,015,297 $ 10.63 $8.78 1,327,105 
1998 
December 31 $17.05 $10.00 1,957,257 $11.00 $6.56 2,028,374 
September 30 $15.50 $ 9.75 1,753,154 $ 10.31 $6.25 1,399,700 
June 30 $16.95 $13.25 2,420,220 $11.31 $9.38 1,797,100 
March 31 $13.75 $ 8.50 5,525,864 $ 9.75 $6.25 1,863,900 
Total 1998 $17.05 $ 8.50 11,656,495 $11.31 $6.25 5,060,700 
1997 
December 31 So SON Sa 87.60 4,452,805 $6575 2 5.20 197,700 
September 30 $ 10.50 $ 8.60 521,483 $ 7.63 $ 6.38 142,700 
June 30 $ 12.00 $ 10.00 954,972 $8.63 $ 7.13 85,900 
March 31 SAOOR Sees 1,619,243 $ 10.25 $ 8.63 181,200 
Total 1997 $ 14.00 $ 7.60 7,548,503 $ 12.13 $ 6.38 607,500 


1996 


December 31 $ 16:50, $12.05 2,330,275 S253 $9513) 493,900 
September 30 $7450 7S) 9°90 2,474,65 | $ 10.75 $ 7.00 546,600 
June 30 $) 3.80) $9 5.9290 2,546,773 $ 10.13 SHAS 416,183 
March 31 SHl223 05 eS. 9-00 2,4105339 Sug e> $ 6.38 691,733 
Total 1996 SUG: S09 S 9900 9,762,038 $12.13 $ 6.38 2,148,416 
1995 

December 31 $ 13.20 $ 6.60 2 311,965 $ 9238 $ 4.88 174,983 
August 31 $ 16.80 $ 12.00 1,018,181 SP 2Z38 $ 9.38 63,033 
May 31 SIG) = SS PEAY 2,091,864 $5575 $ 9.75 114,533 
February 28 $ 15.90 $ 12.00 1,027,809 

Total 1995 $17.40) $6.60 6,515,819 $012:75 $ 4.88 352,550 


1994 


November 30 $ 17.10 $ 14.10 1,056,306 
August 31 $ 18.00 $ 12.00 900,445 
May 31 $ 24.60 $ 15.60 1,641,711 
February 28 $23.40) 3S 59590 4,185,750 
Total 1994 $ 24.60 $ 9.90 7,784,212 


1993 


November 30 $ 10.50 $ 6.90 2,056,852 
August 31 Se 5 Se hae 570 1,277,667 
May 31 $ 10.38 $ 6.60 1,040,305 
February 28 $ 11.40 $ 5.46 2,424,275 
Total 1993 $ 11.40 $ 5.46 6,799,099 
1992 

November 30 Se (6.96 8 Sees ie 2,639,328 
August 31 $7 3.06e) $= 222 384,833 
May 31 $ 3.42 $ 2.40 187,150 
SU ees Bee ee hohe ee: ee 
Total 1992 SU5696) S$) 21250 3,310,078 
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MDC Class A Subordinate Voting Shares 
Toronto Stock Exchange Trading History: 1987-1999 


Share Price in CDN$ 


25 =r 25 
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Director Profiles 


Miles S. Nadal is Chairman of the 
Board, and President and C.E.O. of 
MDC Communications 
Corporation. Under Mr. Nadal’s 
leadership, the company has grown 
from its start-up in 1980 to a diver- 
sified international corporation 
with revenues of $477 million. 

Mr. Nadal serves on the boards of 
several community and charitable 
organizations, including Junior 
Achievement of Canada, the 

‘ Schulich School of Business, the 
Canadian Weizmann Institute of 
Science, Mount Sinai Hospital, 

and the Baycrest Hospital Board 
of Governors. 


Ronald D. Besse, a Director since 
1988, is Chairman, President and 
C.E.O. of Canada Publishing 
Corporation, and Chairman and 
President of RDB Capital 
Corporation. Mr. Besse serves on 
the boards of several Canadian and 
international companies, including 
Rogers Communications Inc., and 
Luxembourg Holding Group. He is 
also Chairman of the Board of 
Directors for C.]. Fund 
Management Inc. 


Thomas N. Davidson, a Director 
since 1988, is an industrialist and 
venture capitalist. He is Chairman 
of the Quarry Hill Group of com- 
panies, and is a director of several 
Canadian and international compa- 
nies including Lucas Variety, Derlan 
Industries Limited, and Nations 
Bank of South Florida. Mr. Davidson 
resides in Monroe County, Florida. 


Lloyd S.D. Fogler, QC, a Director 
since 1986, is a senior partner in 
the law firm of Fogler, Rubinoff, 
Barristers & Solicitors. Mr. Fogler 
serves on the boards of several 
public companies, including 
Brampton Brick Ltd., First 
Mercantile Currency Fund, First 
Marathon Inc., and Goldlist 
Properties Inc. Mr. Fogler is 
Chairman Emeritus of Mount Sinai 
Hospital; Chairman of the Mount 
Sinai Hospital Foundation of 
Toronto; and a director of the 
Canadian Opera Company. 


Anthony M. Frank, a director since 
1998, is the co-founder, General 
Partner and Chairman of Belvedere 
Capital Partners, an investment 
group headquartered in San 
Francisco. Mr. Frank has extensive 
experience in the banking industry 
and has served in numerous senior 
executive roles including President 
and Chairman of Citizens Savings and 
Loan of San Francisco (now First 
Nationwide Bank). Mr. Frank also 
served as the 69th Postmaster 
General of the United States and 
was the Chief Executive Officer of 
the U.S. Postal Service for four years. 


Guy P. French, a Director since 
1989, has held several senior exec- 
utive positions in domestic and 
international consumer goods and 
industrial products corporations. 
He is a founding partner of the 
Toronto-based executive recruiting 
firm, corso, mizgala + french, which 
commenced operations in 1992. Mr. 
French serves on the boards of sev- 
eral companies, including Working 
Ventures Canadian Fund Inc., and 
S.C. Johnson & Son Ltd. 


Albert Gnat, QC, a recently 
appointed Director, is a partner in 
the law firm of Lang Michener 
Barristers & Solicitors, and serves 
on the boards of several Canadian 
and international organizations. 
Mr. Gnat specializes in corporate 
and commercial practice encom- 
passing securities, mergers and 
acquisitions, and finance transac- 
tions, and serves as the senior legal 
advisor for several major public 
and private corporations. 


Lyle E. Kerr, a Director as of 
April, 1999, is Executive Vice- 
President of the Corporation and 
President and Chief Executive 
Officer of the Secure Transaction 
Products and Services division. 
Prior to joining MDC in April 1999, 
Mr. Kerr was Executive Vice 
President of J. D. Irving Ltd. and, 
concurrently, served as President of 
Maritime Information Technology 
Inc., which he founded. 
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Peter M. Lewis, a Director since 
1994, is Executive Vice-President 
and Chief Financial Officer, 

MDC Communications Corporation. 
Prior to joining MDC, Mr. Lewis 
was a partner at Price Waterhouse, 
consulting in the field of mergers 
and acquisitions. 


Stephen M. Pustil, a Director 
since 1992, and Vice-Chairman of 
the Board, is President of Penwest 
Development Corporation Ltd., a 
real estate development and con- 
struction firm that he established 
in 1972. Mr. Pustil, a chartered 
accountant, also serves as Vice- 
Chairman on the Board of Mount 
Sinai Hospital. 


Francois R. Roy joined the Board 
of Directors in 1998. Mr. Roy is 
Executive Vice President and Chief 
Financial Officer of Quebecor Inc., 
having previously served as 
Executive Vice President and Chief 
Financial Officer of Avenor Inc.,a 
leading forest products company. 
Mr. Roy also has had extensive 
experience in the financial services 
industry, having served in various 
executive positions in Toronto, New 
York City, Los Angeles and Montreal. 


Graham W. Savage, a Director 
since 1996, is a principal in Savage 
Walker Capital Inc.,a merchant 
bank. He was for many years an 
executive at Rogers Communications 
Inc., serving from 1989 to 1996 as 
C.F.O. Mr. Savage serves on the 
boards of several companies, 
including Canadian Tire 
Corporation Limited, Lions Gate 
Entertainment Corp., and Vitran 
Corporation Inc. 


Committees of the Board 


The Executive Committee 


Chairman 
Miles S. Nadal 


Members 
Lloyd S.D. Fogler, QC 
Stephen M. Pustil 


Responsibilities 

During intervals between full meet- 
ings of the Board of Directors, the 
Executive Committee may under- 
take the business of the Board — 
excluding responsibilities specified 
in subsection 127(3) of the 
Business Corporations Act, 1982 
(Ontario) — in all areas where spe- 
cific direction has not been given 
by the Board. All expenditures 
authorized by the Executive 
Committee are reported to the 
Board of Directors at its next 
meeting. The Executive Committee 
maintains minutes of its meetings 
which are submitted to the Board 
for approval. 


The Audit Committee 


Specific responsibilities include 

* To study and make recommenda- 
tions to the Board on new poli- 
cies concerning the orientation, 
expansion, and development of 
the Corporation. 

* To study and make recommen- 
dations on annual and long-term 
plans for approval by the Board. 

* To recommend to the Board 
annual budget projections. 

* To study and recommend to the 
Board any capital expenditure 
plans. 

* To review operating results for 
each quarter and the year-to- 
date. 

* To deal with all matters, includ- 
ing guarantees, commitments, 
purchases of shares or assets 
for amounts under $500,000. 


* To give prior authorization 
on capital expenditures for 
amounts of $300,000 or less not 
included in the annual budget. 

* To recommend to the Board 
all matters concerning a 
change affecting any of the 
Corporation’s bankers. 

¢ To examine and recommend any 
proposal involving significant 
changes in management of the 
business, major acquisitions, and 
commitments for investments 
for reference to the Board. 

¢ Any other responsibilities 
specifically delegated by 
the Board. 


Chairman 
Thomas N. Davidson 


Members 

Lloyd S.D. Fogler, QC 
Miles S. Nadal 
Stephen M. Pustil 
Graham W. Savage 


Responsibilities 

To review all financial statements, 
annual and interim, intended for 
circulation among shareholders and 
to report upon these to the Board. 
In addition, the Board of Directors 
may refer to the Audit Committee 
on other matters and questions 
relating to the financial position of 
the Corporation and its affiliates. 


The Corporate Governance Committee 


Chairman 
Stephen M. Pustil 


Members 

Ronald D. Besse 
Thomas N. Davidson 
Graham W. Savage 


Responsibilities 

The Corporate Governance 
Committee is composed of four 
members, all of whom are unre- 
lated directors. The committee is 
responsible for reviewing and mak- 
ing recommendations to the Board 
with respect to developments in 
the area of corporate governance 
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and the practices of the Board. The 
committee is also responsible for 
evaluating the performance of the 
Board as a whole as well as 
individual Board members and for 
reporting to the Board with 
respect to appropriate candidates 
for nominations to the Board. 


The Compensation Committee 


Chairman 
Stephen M. Pustil 


Members 
Ronald D. Besse 
Thomas N. Davidson 


Board of Directors 


Responsibilities 

* To determine the compensation 
of all senior officers of the 
Corporation. 

¢ To discuss personnel and human 
resource matters including 
recruitment and development, 
management succession and 
benefit plans. 

* To grant options under the 
Corporation’s Employee Stock 
Option Incentive Plan. 


Corporate Officers 


In addition, the Board may refer to 
the Committee other matters and 
questions relating to compensation 
of management employees of the 
Company and its affiliates. 


Chairman 
Miles S. Nadal 


Members 

Ronald D. Besse 
Thomas N. Davidson 
Lloyd S.D. Fogler, QC 
Anthony M. Frank 
Guy P. French 
Albert Gnat, QC 
Lyle E. Kerr 

Peter M. Lewis 
Stephen M. Pustil 
Francois R. Roy 
Graham W. Savage 


CORPORATE 


Miles S. Nadal 


PRESIDENT & CHIEF EXECUTIVE OFFICER 


Peter M. Lewis 


EXECUTIVE VICE-PRESIDENT & CHIEF FINANCIAL OFFICER 


Walter Campbell 


SENIOR VICE-PRESIDENT, FINANCE 


Janice R. Wadge 


SENIOR VICE-PRESIDENT, BUSINESS DEVELOPMENT 


Joseph G. MacInnis 


TREASURER & CORPORATE SECRETARY 


Ronald J. Sneek 


VICE-PRESIDENT, FINANCE & ADMINISTRATION 


Maria Pappas 


ASSISTANT SECRETARY 


COMMUNICATIONS AND MARKETING 
SERVICES DIVISION (MAXXCOM INC.) 


Beverley A. Morden 


PRESIDENT, MAXXCOM INC. 


G. Fraser Sinclair 
SENIOR VICE-PRESIDENT & 


CHIEF FINANCIAL OFFICER, MAXXCOM INC. 
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SECURE TRANSACTION 
PRODUCTS AND SERVICES DIVISION 


Lyle E. Kerr 
EXECUTIVE VICE-PRESIDENT OF THE CORPORATION, 
PRESIDENT & CHIEF EXECUTIVE OFFICER, 


SECURE TRANSACTION PRODUCTS AND SERVICES DIVISION 


C. Sanford McFarlane 
CHAIRMAN & CHIEF EXECUTIVE OFFICER, 


DAVIS + HENDERSON 


Robert J. Cronin 
PRESIDENT & CHIEF OPERATING OFFICER, 


MDC CHEQUE OPERATIONS 


Jon A. Hantho 
PRESIDENT & CHIEF OPERATING OFFICER, 


OPTUS CORPORATION 


Gregory J. McKenzie 
PRESIDENT & CHIEF OPERATING OFFICER, 


SECURITY CARD SERVICES GROUP. 


Graham Searle 
PRESIDENT & CHIEF OPERATING OFFICER, 


SECURITY PRINT PRODUCTS 


M. William Kerson 


PRESIDENT, MDC STAMP GROUP 


Tim Smart 
VICE-PRESIDENT, FINANCE, SECURE TRANSACTION 


PRODUCTS AND SERVICES DIVISION 


Corporate Directory 


MDC Communications 
Corporation 


Head Office 


45 Hazelton Avenue 
Toronto, Ontario, Canada 
MSR 2E3 

Phone: (416) 960-9000 

Fax: (416) 960-9555 
Website: www.mdccorp.com 


Secure Transaction 
Products and Services 
Division 

Ashton-Potter Canada Ltd. 


5485 Tomken Road 
Mississauga, Ontario 
L4W 3Y3 

Phone: (905) 625-1010 
Fax: (905) 625-4040 
President: William Kerson 


Ashton-Potter (USA) Ltd. 


10 Curtwright Drive 
Williamsville, New York 
14221 

Phone: (716) 633-2000 
Fax: (716) 633-2525 
President: William Kerson 


Bicybec Ltée. 


5200, rue Ramsay 

St. Hubert, Quebec 

J3Y 284 

Phone: (514) 445-8719 
Fax: (514) 445-8831 
President: Greg McKenzie 


Davis + Henderson 


2 Lansing Square, Suite 1105 
North York, Ontario 

M2) 4P8 

Phone: (416) 498-7700 

Fax: (416) 498-8308 
Chairman & C.E.O.: 

Sanford McFarlane 

President & C.0.0.: 

Robert Cronin 


Information DesignWorks 


4195 Dundas Street West 
Toronto, Ontario 

M8xX 1Y3 

Phone: (416) 622-1005 
Fax: (416) 622-6848 
President: Jon Hantho 


MDC Card Services 


460 Applewood Crescent 
Concord, Ontario 

L4K 4Z3 

Phone: (905) 761-8333 
Fax: (905) 761-8220 
President: Greg McKenzie 


MDC U.S. Direct Checks 


Joppa Office: 

1809 Fashion Court, Suite | 11 
Joppa, Maryland 

21085 : 

Phone: (410) 679-3300 

Fax: (410) 686-0950 

President: John Browning 


Little Rock Office: 
10110 West Markham 
Little Rock, Arkansas 
72205 

Phone: (501) 225-5957 
Fax: (501) 225-0429 


Mercury Graphics 


1438 Fletcher Road 
Saskatoon, Saskatchewan 
S7M 572 

Phone: (306) 384-8000 
Fax: (306) 683-0075 
President: Gordon Bayda 


Optus Corporation 


66 Northline Road 

Toronto, Ontario 

M4B 3E5 

Phone: (416) 752-6775 

Fax: (416) 752-5042 
President & C.0.0.: Jon Hantho 


Placard Pty Ltd. 


40 London Drive 

Bayswater, Victoria 

3153 Australia 

Phone: 011 613 9 729 4599 
Fax: 01! 613 9 729 8845 
Managing Director: Chris Ogilvy 


Qualtech Processing Inc. 


61 McPherson Street 
Markham, Ontario 
L3R 3L3 

Phone: (905) 415-1020 
Fax: (905) 415-0432 
President: Roy MacNeil 


Spectron Security Print 
Pty Ltd. 


800 Stud Road 

Scoresby, Victoria 

3179 Australia 

Phone: 011 613 9 764 9644 
Fax: 011 613 9 764 9272 
General Manager: Noel Hill 


The House of Questa Ltd. 


Canada House 

Canada Road 

Byfleet, Surrey 

KT147JL, England 

Phone: 011 44 1932 871 400 
Fax: O11 44 1932 871 408 
President: William Kerson 


Communications 
and Marketing 
Services Division 
(Maxxcom Inc.) 


Accumark Promotions 
Group Inc. 


240 Duncan Mills Road 
Suite 101 

North York, Ontario 
M3B 1Z4 

Phone: (416) 446-7758 
Fax: (416) 446-1923 
President: Tom Green 


Ambrose Carr Linton 
Carroll Inc. 


939 Eglinton Avenue East 
Suite 203 

Toronto, Ontario 

M4G 4E8 

Phone: (416) 425-8200 
Fax: (416) 425-5962 
President & C.E.O.: 

Esmé Carroll 


Bryan Mills & 
Associates Ltd. 


39 Cosentino Drive 
Scarborough, Ontario 
MIP 3A3 

Phone: (416) 292-3997 
Fax: (416) 292-3656 
President & C.E.O.: 
Nancy Ladenheim 


Bryan Mills Cameron Inc. 


39 Cosentino Drive 
Scarborough, Ontario 
MIP 3A3 

Phone: (416) 292-2909 
Fax: (416) 292-3656 
President: John Cameron 


Campbell & Partners 
Communications Inc. 


43 Front Street East 
4th Floor 

Toronto, Ontario 

MSE 1B3 

Phone: (416) 868-9790 
Fax: (416) 868-9828 
President: Barry, Campbell 


Colle & McVoy Inc. 


8500 Normandale Lake Blvd. 
Suite 2400 

Minneapolis, Minnesota 
55437-3809 

Phone: (612) 897-7505 

Fax: (612) 897-7583 
Chairman & C.E.O.: 

Jim Bergeson 


Cormark 
Communications Inc. 


London Office: 

369 York Street 

Suite 2A 

London, Ontario 

N6B 3R4 

Phone: (519) 673-1380 
Fax: (519) 673-4846 
President: Douglas Ditchfield 


Calgary Office: 

550 | Ith Avenue SW 

Suite 905 

Calgary, Alberta 

T2R IM7 

Phone: (403) 266-0772 

Fax: (403) 266-0767 

Vice President, Executive Creative 
Director, General Manager — 
Calgary: Edward Hovanec 


CyberSight, LLC 


Portland Office: 

220 NW Second Avenue 
Suite 1100 

Portland, Oregon 

97209 

Phone: (503) 228-4008 
Fax: (503) 228-3629 
President & C.E.O.: 
Andrew Shakman 


Los Angeles Office: 

2444 Wilshire Boulevard 
Suite 503 

Santa Monica, California 
90403 

Phone: (310) 449-8660 
Fax: (310) 449-8662 
Senior Account Manager: 
Jeff Rosenfield 


Toronto Office: 

20 Bay Street 

Suite 1200 

Toronto, Ontario 

M5) 2N8 

Phone: (416) 362-8787 
Fax: (416) 362-1977 
General Manager: 
Dawna Henderson 
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Integrated Healthcare 
Communications Inc. 


140 Spadina Avenue, Suite 201 
Toronto, Ontario 

MSV 2L4 

Phone: (416) 504-8733 

Fax: (416) 504-8737 

President & C.E.O.: 

Louise Huneault 


LBJ-FRB Communications 
Inc. 


Toronto Office: 

10 Lower Spadina Avenue 
Suite 400 

Toronto, Ontario 

M5V 2Z2 

Phone: (416) 260-7000 

Fax: (416) 260-7100 

President & C.E.0.:Terry Johnson 


Montreal Office: 

2500, boulevard Daniel 
Johnson, Bureau 908 

Laval, Quebec 

H7T 2P6 

Phone: (514) 681-5122 

Fax: (514) 681-1042 

Senior Vice President & 
General Manager: Mario Daigle 


Margeotes|Fertittat 
Partners, LLC 


411 Lafayette Street 
New York, New York 
10003 

Phone: (212) 979-6600 
Fax: (212) 979-5490 
President: George Fertitta 


McManus Elliott 
Communications Inc. 


40 University Avenue 
Suite 400 

Toronto, Ontario 

M5) ITI 

Phone: (416) 979-8300 
Fax: (416) 979-8638 
President & C.E.0O.: 

Jim Warrington 


News Canada Inc. 


I 11 Peter Street 

Suite 404 

Toronto, Ontario 

MSV 2HI 

Phone: (416) 599-9900 
Fax: (416) 599-9700 
President & Publisher: 
Ruth Douglas 


Northstar Research 
Partners Inc. 


181 Eglinton Avenue East 
Toronto, Ontario 

M4P 1J5 

Phone: (416) 485-1165 
Fax: (416) 485-9413 
President: Stephen Tile 


Rostrum International Inc. 


144 Front Street West 
Suite 385 

Toronto, Ontario 

MS) 2L7 

Phone: (416) 977-2010 
Fax: (416) 977-0722 
President: John Cordina 


Source Marketing, LLC 


1720 Post Road East 
Westport, Connecticut 
06880 

Phone: (203) 256-5650 
Fax: (203) 256-5626 
President: Howard Steinberg 


Strategies International 


Toronto Office: 

135 Berkeley Street 
Toronto, Ontario 

MSA 2X1 

Phone: (416) 366-8883 
Fax: (416) 366-2151 
President: Fraser McCarthy 


New York Office: 

c/o Margeotes|Fertitta + 
Partners, LLC 

411 Lafayette Street 

6th Floor 

New York, New York 
10003 

Phone: (212) 460-0546 
Fax: (212) 460-0551 
Executive Vice President & 
General Manager: 

James McNamara 


Veritas Communications 
Inc. 


Toronto Office: 

161 Eglinton Avenue East 
Suite 704 

Toronto, Ontario 

M4P 1J5 

Phone: (416) 482-2248 
Fax: (416) 482-2292 
President & C.E.O.: 
Jennifer Spencer 


Montreal Office: 

| rue Holiday 

East Tower 

Suite 205 

Pointe Claire, Quebec 
H9IR 5N3 

Phone: (514) 428-0588 
Fax: (514) 428-5871 
Director: Vincent Lavigne 


Other 


A.E. McKenzie Co. Inc. 


30 Ninth Street 

Suite 100 

Brandon, Manitoba 
R7A 6El 

Phone: (204) 571-7500 
Fax: (204) 728-8671 
President: Michael Fearon 


Computer Composition 
of Canada Inc. 


12 Stanley Court 

Whitby, Ontario 

LIN 8P9 

Phone: (416) 283-2382 

Fax: (905) 430-2412 
President & C.E.0.: Joe Bugelli 


Pro-Image Corporation 


1805 Loucks Road 

York, Pennsylvania 

17404 

Phone: (717) 764-5880 

Fax: (717) 764-6140 
President & C.E.O.: Joe Bugelli 


Regal Greetings & Gifts 


7035 Ordan Drive 
Mississauga, Ontario 
ESih iit 

Phone: (905) 670-1126 
Fax: (905) 670-1127 
President & C.E.O.: 
Richard Gyde 


Primes de Luxe 

909, boul. Pierre-Bertrand 
Bureau 100 

Ville Vanier, Quebec 

GIM 3R9 

Phone: (418) 527-4155 
Fax: (418) 527-2272 
President & C.E.O.: 
Richard Gyde 


Legal Counsel 


Canada: 


Fogler, Rubinoff — Toronto, Ontario 


USA: 


Simpson Thacher & Bartlett — 


New York, New York 


Skadden Arps Slate Meagher & Flom — 


New York, New York 


Auditors 
BDO Dunwoody LLP 


Bankers 


Royal Bank of Canada 
Canadian Imperial Bank of Commerc 


Bank of Nova Scotia 
Bank of Montreal 


Comerica Bank — Canada 
Laurentian Bank of Canada 


Transfer Agent 


CIBC Mellon Trust Company 
CIBC Mellon Trust Company operates a 


Investor Relations 

For Investor Relations information 
please call Walter Campbell, 
Senior Vice-President, Finance, 
(416) 960-9000. 


Stock Exchange Listing 

The Class A Shares of the Company are 
listed on The Toronto Stock Exchange 
and on the NASDAQ National Market in 
the United States. 


Toront nge 
fading Symbol 


MDZ.A 


NASDAQ National 


Notice of Shareholders’ Meeting 
The annual meeting of shareholders will 
be held Thursday, May 27, 1999 at 

4:30 p.m. at the Design Exchange, 
Toronto Dominion Centre, 234 Bay 
Street, Trading Floor, Toronto, Ontario. 


telephone information inquiry line that 


can be reached by dialing toll-free 
1-800-387-0825 or (416) 813-4600. 
Correspondence may be addressed to: 
MDC Communications Corporation 


Credits 

Design: Bryan Mills & Associates Ltd.* 
Photography: Gilbert Studios 

Printing: Ashton Potter* 


c/o CIBC Mellon Trust Company 


Corporate Trust Services 


P.O. Box 7010 


* The above firms are members of MDC 
Communications Corporation. 


Adelaide Street Postal Station 


Toronto, Ontario 


M5G 2M7 


CUMULATIVE VALUE OF $100 INVESTMENT 


In Canadian dollars, as of each fiscal year end and the first quarter of 1999 
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COMMUNICATIONS 


45 Hazelton Avenue 
Toronto, Ontario, Canada 
MSR 2E3 


Phone: (416) 960-9000 
Fax: (416) 960-9555 
Website: www.mdccorp.com 


